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THE MONEY MARKETS BEFORE AND AFTER 
THE WAR 


By HJALMAR SCHACHT 


fe capitalistic management of 


economic affairs did not in fact 

begin before modern industry was 
developed. There were big money- 
powers in former times, as far back as 
the Middle Ages, but they were based 
in the main on military conquests, on 
the exploitation of oppressed nations 
or on large commercial enterprises, 
these in their turn being too often the 
result of conquests. Therefore, in the 
Middle Ages it was primarily the over- 
sea or colonial trade, the exploitation 
of overseas mining or rare luxury 
products, such as colonial spices, dye- 
stuffs and the like, that provided the 
wealth to trade. A systematic or 
organic formation of capital on an 
economic basis did not begin till modern 
times with the development of technical 
and industrial methods. 


The European Money Markets 


Therefore, it is England, the first 
country developed technically as well 
as industrially, that represents the 
first big capital power in modern 
history. Before 1850 almost all capital 
which played a part in the world 
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business originated in England. After 
this period first France, later on Ger- 
many, then Switzerland and Belgium 
were building up their industries and 
slowly becoming capitalistic competi- 
tors of England. Beside England, Hol- 
land, supported by the exploitation of 
her colonial riches, from time to time 
gained a certain part in the inter- 
national money and capital markets. 
The Amsterdam Stock Exchange, be- 
cause of the essentially commercial 
basis of its wealth, was occasionally 
the special arena of international finan- 
cial speculation. In systematic financ- 
ing, however, 1.¢., not only in the mere 
speculative management, the London 
Stock Exchange has maintained its 
leadership since the Napoleonic wars. 
From that time on, England was in a 
position not only to expand her own 
industry by English financial capital, 
but also to make sufficient savings to 
invest in the remaining world. The 
construction of foreign railways has 
been financed primarily by English 
capital in numerous countries. Be- 
sides her merchant marine, this early 
capitalistic development of England 
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has been the main factor that has 
strengthened the British Empire and 
that has given England a position of 
such great significance in opening up 
the world in a cultural as well as 
economic sense. 

About the middle of the nineteenth 
century, Paris for a while gained a 
greater importance as a financial center, 
due to the thrift of the French people 
and also to the progressive utilization 
of the rich natural resources which 
France possesses. But from the be- 
ginning it has been characteristic of 
the French mentality to regard the 
financial power of France, just like all 
her other forces, as primarily available 
for the service of her political aims. 
While England’s capital everywhere 
pursued economic possibilities, the poli- 
cies of Napoleon III were essentially 
aimed to direct French foreign invest- 
ments toward those places where they 
might best be able to promote French 
political interests and foreign sympa- 
thies for France. This is one of the 
essential reasons why the foreign in- 
vestments of France even up to this day 
have in the main taken the form of 
public loans to states, communities, étc., 
whereas English capital has predom- 
inantly been invested in economic 
enterprises. 

At the earliest since about 1880, 
Germany and the Berlin Stock Ex- 
change began to play a certain part 
in the world markets, this rdle becom- 
ing of great importance in the last 
decade before the war. The main part 
of the capital accumulated in Germany, 
however, has always been used in 
enlarging her own domestic industry. 
The direction of German foreign capital 
investments before the war essentially 
depended on the growing necessity of 
promoting the export of domestic indus- 
trial products in exchange for foreign 


food. Thus, Germany, without pur- 
suing any political aims, tried to create 
bases abroad for German trade and to 
open markets for the German export 
products. 


The Direction Taken by European 


Investments 


Sir George Paish has calculated that 
of the round 18 billion dollars of 
foreign investments made by England 
before the war, about 53% were appor- 
tioned to North and South America, 
16% to Asia, 14% to Africa, 12% to 
Australia and only 5% to Europe. 
About one-half of English foreign 
investments was made in territories 
under English sovereignty, while the 
other half seemed to prefer new coun- 
tries that were only in the beginning 
of their development. 

In 1913 about one-third of the 
English foreign investments consisted 
of loans to states and communities and 
two-thirds were loaned to business 
enterprises. ‘The French colonies par- 
ticipated in the mother country’s 
capital export to the extent of only 
10%, as compared with 50% of the 
English investments which found a 
way into English colonies. In Europe, 
as we have seen, England had invested 
only 5%, whereas France had there 
invested 70%. Loans to states and 
communities represented, as we have 
seen, among the English investments 
only one-third, among the French two- 
thirds. 

The economic character of the Eng- 
lish foreign investments, as contrasted 
with the French investments made at a 
fixed interest rate, gave much higher 
profits to England and thus in turn 
effected a much stronger increase in the 
creation of new capital. This was all 
the more pronounced inasmuch as 
English industry, having reached a 
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certain technical perfection earlier than 
had the other countries, no longer 
required so much capital for its own 
improvement. ‘This factor today, how- 
ever, when modernization and rational- 
ization everywhere are making such 
progress, Means a not inconsequential 
handicap for England. In 1908-1913, 
of the total of new issues of securities 
in the London market, only one-fifth 
was domestic, while four-fifths were 
foreign issues. But while in previous 
years the total revenues of England 
from her foreign investments, as well 
as additional sums, were used for new 
investments abroad, it is interesting 
to see that England in the last five 
years before the war was no more able 
to invest so much money abroad as she 
received from abroad; she was using 
part of her revenues from abroad for 
domestic consumption. 

The total of the pre-war capital invest- 
ments of Germany abroad amounted 
to seven billion dollars, being without 
distinction distributed among all coun- 
tries according only to the interests 
of German trade. That Germany took 
no greater capitalistic interest in foreign 
markets, in spite of her prosperity 
before the war, is chiefly due to the 
fact that Germany had to take care of 
a growing population at home; whereas 
France, in consequence of her low 
birth rate, and England, in consequence 
of the wide distribution of her popula- 
tion all over the British Empire, did 
not experience such a large increase of 
their domestic populations. 


The European Short-term Money 
Markets 


Not only was England the strongest 
pre-war lender of capital for long-term 
investments, but her position in the 
short-term money market was a still 


more predominant one. London, be- 
cause of its strong financial capacity, 
its strategic geographical situation at 
the doors of Europe and its numerous 
shipping communications with all over- 
sea countries, was not only the largest 
commercial and transshipment place 
for the international traffic of commodi- 
ties, but, owing to this position, London 
was also almost the only financier of 
all such transactions. The English 
banking system was the most highly 
developed system in the world, and 
the technical management of the financ- 
ing of shipments of commodities was the 
most perfect one. Particularly well- 
developed was the system of extending 
credit against acceptances. Sterling 
acceptance was asked for all over the 
world. English currency was looked 
upon as the safest. In London the 
almost exclusive market for gold en- 
joyed the most absolute liberty. The 
big commercial and financial houses 
all over the world carried credit bal- 
ances with the banks in London in 
such a way that the largest part of the 
short-term money of the world was 
concentrated there. Because of these 
facts, the London rates for short-term 
money became the cheapest in the 
world. 

Not earlier than in the last years 
before the war, the other European 
industrial countries started trying to 
emancipate themselves, at least par- 
tially, from the Sterling acceptance. 
But it is significant that they were able 
to do so only by establishing banking 
branches in London. The attempt 
made by these countries was to replace 
slowly the Sterling acceptance by ac- 
ceptances issued in their own currencies. 
As a matter of course this could be 
done only partly and could be accom- 
plished only for their own imports. 
A short time before the outbreak of the 
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war, the Deutsche Bank published the 
statement that only 60% of its foreign 
acceptances were drawn in Marks; 
40% were still being drawn in Sterling. 
The French Franc acceptance was 
represented in the world’s trade only 
to a very small extent, and the Dollar 
acceptance in the main played a part 
only in the commerce of the United 
States with South American countries. 

The most important, in fact a 
predominant, part of the lending of 
short-term money was in the form of 
reimbursement for the overseas trade in 
commodities. Aside from this, only 
the so-called “‘Wechselpensionsgeschaft,” 
i... “giving bills of exchange in pen- 
sion,” had a certain significance. Al- 
though France itself plays no great 
part in the international trade of 
commodities, the French money market 
has been particularly able to lend 
a considerable amount of short-term 
money abroad. This was done before 
the war not so much in the form of 
direct lending of call or time money, 
but more often in the form of giving 
loans against bills of exchange as 
collateral. England, naturally dispos- 
ing of a big stock of international 
bills of exchange, and Germany, posses- 
sing a big portfolio of Russian and 
Southeast European bills, especially 
in consequence of her close commercial 
connections with Russia and Southeast 
Europe, frequently gave these bills—of 
course apart from bills of German origin 
—‘‘in pension’ with French banks, which 
in their turn were glad in this way to 
invest short-term money against first- 
class security. During the last years 
before the war, Germany acted for the 
whole East and Southeast of Europe 
as an agent or intermediary in lend- 
ing and borrowing money for the 
financing of the production or sale of 
commodities. 


Pre-war International Exchange 


Although before the war the inter- 
national interrelation of the various 
money markets was a very strong one 
and although it had the tendency 
to equalize the rates of interest in 
the different countries, there was left 
a sufficient margin between the rates 
of the individual markets to make the 
money flow now here, now there. It 
is particularly worth noticing that this 
compensation of the _ international 
money movements before the war was 
effected for the most part through the 
free business activity of private banks, 
and that a cooperation of the central 
banks of issue could fairly not be 
spoken of. The discount policies of 
the central banks, adapting themselves 
to the rates of the open market, were 
concerned only that the discrepancy 
between the rates of interest of the 
different countries and the disparities 
of the exchanges did not become too 
great. When too much capital flowed 
off, and exchange rates thereby went 
down or even gold shipments became 
necessary, the central bank increased 
its discount rate, thus preventing gold 
and money from flowing off and even 
sometimes attracting foreign money; 
then the exchange rallied again and 
became steady. 

So also, the long-term loan invest- 
ments, ¢.g., the floating of big foreign 
issues, now and then influenced the 
foreign exchanges, but, due to the fact 
that such transactions were prepared 
long in advance and happened at 
regular intervals, great fluctuations 
in foreign exchanges could as a rule be 
avoided. Notwithstanding, the older 
bankers will remember how many pains 
were taken in preparing such foreign 
issues in advance and carefully, lest 
any disturbance of the international 
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currencies might arise. Whoever ob- 
serves nowadays the casting of billions 
of dollars hither and thither every 
year, cannot be surprised that the 
central banks, being responsible for the 
stability of their currencies, show and 
have to show a much greater activity 
than they did in former days. If one 
had fsaid to an international banker 
before the war that Germany would 
have to transfer two billion marks 
abroad every year without receiving 
any equivalent therefor, he forthwith 
would have declared such a proposal 
to be nonsense from the standpoint of 
currencies and foreign exchanges, which 
it really is. 


The War and the World Money 
Markets: Long-term Investments 


This state of the international money 
markets has been fundamentally 
changed by the World War. While 
the United States of America up to 
the time of the war had attracted 
foreign money to a large extent in 
order to develop their own natural 
resources, they were able during the 
war fundamentally to alter their posi- 
tion by huge deliveries of commodities 
to the belligerent powers. In the first 
half of 1917 lies the significant moment 
when America for the first time could 
show a balance in her own favor in 
her international balance of payments. 
In the following years of the war this 
balance became larger and larger, to 
such a degree that at the end of the 
war the debts to the United States of 
America of the allied powers alone 
amounted to more than 8.5 billion 
dollars. It was the World War by 
which the United States, before that 
tume the greatest debtor country, be- 
came the at-present almost only great 
international money lender. 

The apparatus of production of the 


belligerent European countries was 
completely worn out at the end of 
the war and, therefore, the capacity 
of forming new capital was very limited. 
On the other hand, the American 
apparatus of production was in very 
good shape, much larger than 1914, 
and, therefore, its capacity of forming 
new capital was considerable. In the 
first years after the war American 
foreign investments, still distrusting 
the whole European situation, went 
in the main to non-European countries. 
Not before a certain confidence in the 
quiet development of European con- 
ditions had returned through the 
agency of the Dawes Plan, did Europe 
come more to the front among the 
debtors of America. The total of 
the foreign investments of the United 
States at the end of 1929 amounted 
approximately to 16 billion dollars, 
of which about one-third was appor- 
tioned to Latin America and one-fourth 
each to Europe, on the one hand, and 
to Canada on the other. The by far 
predominant part of American capital 
investments abroad has, accordingly, 
been used for countries engaged in 
further economic opening-up and devel- 
opment. The part which England, 
Germany and France played before 
the war in delivering capital funds 
to countries which in their turn ex- 
changed agricultural and raw products 
has, accordingly, passed to a consider- 
able extent into the hands of the United 
States. 

England, with all her strength, of 
course, endeavored after the war to 
continue to play her part as a lender 
of capital. Her greatest material hand- 
icap was not so much the diminished 
creation of capital as the fact that 
the pound Sterling had not been able 
to maintain its gold parity during the 
war and the first years after the war. 
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It has been one of the greatest achieve- 
ments of English post-war history 
that she has restored the parity with- 
out any devaluation of the pound 
Sterling. The greatest moral handicap 
for England’s policy of reconstruction 
abroad, however, is the confiscation 
of alien private property inaugurated 
by her and followed by the other allied 
powers. The disregard of the principle 
of the inviolability of private property 
in wartime has been the heaviest blow 
by which our whole civilization has 
been hit. It has also become the 
heaviest blow to England’s former 
predominant role in international trade. 

That England today is no more 
able to play the leading part in the 
long-term money market may best be 
concluded from the fact that before the 
war, as we have seen, four fifths of 
all London issues were foreign issues, 
whereas in the years after the war 
more than one-half consisted of domes- 
tic investments. Of the foreign issues 
the British colonies and dominions 
today demand an essentially larger 
amount than they did before the war. 
This changing tendency also relates 
to the difficulties the Sterling rate 
had to meet after the war, difficulties 
against which it still has to struggle. 
Moreover, because of the altered con- 
ditions after the war, the English level 
of interest rates has generally become 
higher and, therefore, less attractive 
for the borrower. 

Peculiar is the development of 
France after the war. Although 
France today would again be able to 
invest yearly about 2 to 214 billion 
gold francs, apart from satisfying the 
domestic demand for money, she has 
preferred to accumulate an unusually 
large stock of gold. Besides, she per- 
manently carries great short-term credit 
balances of foreign exchanges with 


several foreign banks. To the issue 
of foreign securities on the Paris Stock 
Exchange are opposed the very bur- 
dening conditions of the French legis- 
lation of taxes, conditions which 
apparently are being moderated only 
recently. The full knowledge that 
long-term investments abroad are the 
necessary compensation for an active 
balance of payment, has not yet be- 
come generally recognized in France. 
Or must one think that France in 
her gold policy is guided by other than 
economic reasons? 

Since the war some smaller, so-called 
neutral countries, also, particularly 
Holland and Switzerland, have ob- 
tained a relatively greater importance 
in the international money and capital 
markets: in the main, presumably, 
because they derived considerable 
material advantages from the war for 
their trade and industries. Particu- 
larly Amsterdam, following the war, 
has developed into the most important 
money market next to New York 
and London. Amsterdam has shown 
an extraordinarily great activity in 
long-term foreign issues, benefiting not 
only from the Dutch wealth but also 
from the various funds which had 
flowed there from various European 
countries in order to find protection 
because of the delayed political tran- 
quilization elsewhere. No other coun- 
tries have any essential importance 
for the international capital market. 

The most conspicuous characteristic 
of all these great alterations brought 
forth in the international money and 
securities markets by the war is the 
new position of the United States of 
America. In 1913 the United States 
were indebted to Europe to the extent 
of more than § billion dollars, whereas 
today the commercial debts of Europe 
to America alone amount to 4.3 billion 
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dollars, apart from the political debts 
originating from the war. England 
probably lost § billion dollars, and 
France more than 6 billion dollars, of 
their former foreign capital invest- 
ments by the war, whereas almost 
all the German foreign investments 
have been taken away by the victors. 
The foreign investments of the United 
States, leaving out the political claims, 
probably amount today to nearly 16 
billion dollars, whereas in 1913 all 
the foreign investments of the United 
States (predominantly in Central and 
South America) amounted to little 
more than 1 billion dollars. It took 
England a full century to increase 
her foreign investments up to I7 or 
18 billion dollars; it took France two 
generations to accumulate g or I0 
billion dollars of foreign invested capi- 
tal; and it took Germany 114 genera- 
tions to accumulate 7 or 8 billion 
dollars. The United States within 
fifteen years turned their debit of 
5 billion dollars into a credit of nearly 
16 billion dollars; not including the 
political claims, the present-day value 
of which amounts to 7 billion dollars. 
History never before has seen such a 
revolution in the area of capitalism. 


The Short-term Money Markets since 
the War 


So far as the short-term money 
markets are concerned, the reciprocal 
relation of the international markets 
has not changed in so revolutionary 
a way as has been the case with the 
long-term money markets. In par- 
ticular, London, thanks to its natural 
and historical conditions mentioned 
above, has been able to uphold its 
position as the center of short-term 
financing of goods, at least with regard 
to Europe. London is assisted by the 





natural interest of most European 
countries, which cannot lose sight of 
the geographical position and the his- 
torical tradition of London. Shipping, 
insurance and foreign-trade financing 
will thus remain for a long time to 
come the three important sources of 
revenue for the city of London. A 
comparison of figures shows, however, 
the great efforts which England must 
make in this direction. While in 1914 
the acceptances outstanding in the 
London market were estimated at 300 to 
325 million pounds, the corresponding 
figure for the beginning of 1923 was only 
about half this sum. Even at present 
it has probably not yet reached the 
pre-war level, whereas, as compared 
with the change of price indices, it 
ought to be considerably higher in 
order to give the same financial result. 
In this connection it is interesting to 
see that the private merchant bankers, 
through whom the acceptance business 
had nearly been monopolized in pre-war 
times, are now meeting the strong 
competition of the joint-stock banks. 
For ten London clearing banks, the 
figure of acceptances outstanding rose 
from 89 million pounds in 1921 to 
170 million pounds at the close of 1929. 
This competition caused in particular 
the commission rates in the acceptance 
business to be strongly reduced in 
recent times. This is one of the means 
by which the London market tries to 
overcome the competition of the Dollar 
acceptance. That the private mer- 
chant bankers no longer maintain their 
pre-war position of preponderance may 
be due partly to the weakening of 
their own means by the war, but also 
to the fact that, on account of the 
general loss of confidence, the ratio 
between the banker’s own capital and 
his outstanding acceptances could not 
yet be so high as before the war. At 
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that time the big private houses fre- 
quently had acceptances outstanding 
to the extent of twelve times their 
own capital. Such a ratio will surely 
not be met with at present. 

The large influx of gold and foreign 
exchange into France, which is in 
particular a consequence of Germany’s 
reparation payments, induced Paris 
also to take up the acceptance business. 
However, Paris lacks the natural basis 
of harbor and transshipping facilities 
which are so abundant in London, 
and it has no tradition at all. It is 
true that an acceptance bank has 
recently been established in Paris, 
with the participation of the leading 
Paris banks and under the auspices 
of the Banque de France; but the 
necessary experiences and the natural 
conditions are wanting. What Paris 
has is a plethora of money. The 
consequence, therefore, is that the 
so-called “‘non-genuine” financing of 
domestic and foreign shipments pre- 
vails in the Paris market. While in 
the case of a genuine foreign-trade 
bill the documents covering the shipped 
goods ought to be attached as collateral, 
the non-genuine shipping credit bill 
does not observe this condition. Inthe 
latter case, therefore, it is not always 
ascertainable whether the underlying 
transaction has actually been a move- 
ment of goods or not. The financing 
house frequently relies on the banker’s 
assurance in general terms that the 
underlying business is a commercial 
transaction, while in other cases no 
inguiry at all is made regarding the 
character of the bill, provided the 
signatures are good. 

Since the war, Amsterdam has gained 
a considerable importance on the short- 
term money market, and in particular 
in connection with foreign-trade financ- 
ing. This development is in large 


part owing to the fact that Germany 
did not reopen her banking branches 
in London, but for safety’s sake, pre- 
ferred to establish them in Amsterdam, 
The Dutch central bank grasped at 
once the advantages which this business 
meant for the Netherlands, and granted 
re-discount facilities to the German 
bank branches. Thanks to her har- 
bors, furthermore, Holland is in a 
position to cater to a large part of 
overseas trade and can consider as her 
hinterland not only Germany but al- 
most the whole of Central Europe. 
Besides, trade and banking business 
have at all times had a home in 
Holland. Based on these facts, a new 
tradition is growing in that country 
which will surely mean a certain loss 
of business to London. 

As for Germany, the acceptance 
business has been exceedingly reduced 
by the war and by the complete 
impoverishment and indebtedness due 
to its aftermath. It is true that Ham- 
burg and Bremen have regained their 
pre-war position in the German import 
trade. But the German acceptance 
does not at present play any noticeable 
part in the overseas trade, because the 
interest rates of the German market 
are by far too high and because a 
liquid money market does not exist in 
Germany; at least it is not sufficiently 
large to uphold foreign-trade financing 
—as is the case in London, in Holland 
and also in Paris. In the acceptance 
business, therefore, the German banks 
must at present be satisfied mainly 
with providing foreign bank accep- 
tances to their domestic customers. 
This wholly modified situation of the 
German banks is particularly well to 
be seen from the fact that their own 
acceptance business amounts to only 
one-third to one-fourth of the pre-war 
figure. 
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tmerica and the Money Market; World 
Trade 


[he most important change in the 
‘international acceptance business has 
curred with regard to New York. 
As long as the United States had no 
centralized banking system it was 
hardly possible to speak of an American 
-ceptance market. It was fortunate 
the United States that the Federal 
Reserve System started its activities 
iortly before the war and that its 
program contained at the outset pro- 
ions for the development of the 
cceptance business. In the beginning 
this business was inaugurated with 
regard to America’s own imports, but 
after the war it was extended to cover 
whole world. Assisted by the 
fact that for a long period during and 
after the war the Dollar was the only 
table currency of importance, and 
ipheld by the rapidly increasing wealth 
the country, the Dollar acceptance, 
in the course of a couple of years, 
has achieved a position of importance 
arket. It must, however, be men- 
tioned here that a large part of this 
isiness takes the form of non-genuine 
locumentary credits, for many com- 
mercial transactions of European and 
\siatic buyers do not go through New 
York itself. 
The Federal Reserve System did 
y much for the extension of the 
acceptance business. America’s policy 
vith regard to long-term loans, and 
the accumulation of foreign money in 
New York ensuing therefrom, also did 
The part 
plays in the 


which foreign money 


financing of the New York acceptance 
market has at times been estimated to 
amount to 50%. 


The wise policy of 


nding back the private property 


of the enemy has had an enormous psy- 
chological effect in favor of the United 
States of America. Thus, we see that 
the American short-term money market 
has more and more taken the lead, 
thanks to the events of the war and 
after the war. 

To what extent and at what pace the 
United States will move on in this 
direction depends among other things 
on the development of world trade. 
If the world’s industrialization con- 
tinues, a correspondingly brisker ex- 
change of raw materials will take place 
and will thereby enlarge the original 
basis for the documentary bill and the 
acceptance business. The well-known 
English report of 1925 on the develop- 
ment of world business after the war— 
the so-called “ Balfour Report”’— holds 
the progress of industrialization in the 
new countries of the world responsible 
for the reduction (or slowing down) of 
international commodity movements. 
As for myself, I think that this opinion 
is erroneous; it exhibits too much the 
English point of view. I believe that 
the geographical extension of industrial- 
ization does not play any part in this 
connection and that it is surely not so 
important as the quantitative increase 
of production and the standardization 
in the already industrialized countries. 
The difficulties of these industrialized 
countries are, in my opinion, rather a 
consequence of the slow increase of the 
world’s consumption of manufactured 
articles, machines, etc. With regard 
to the expansion of world trade, the 
war has thrown us back enormously 
as compared with pre-war times. It 
is certainly true that in Canada, in 
South America, in Japan and even in 
India, the home industries have con- 
siderably expanded; but this expansion 
is not sufficient to meet the demand 
of goods for immediate consumption 
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which exists in those countries. Dur- 
ing the last months extraordinarily 
much has been said with regard to the 
industrialization projects of the Soviets 
in Russia. The new factories being 
established there will probably have a 
thoroughly modern equipment; but 
the quantity of articles which may be 
produced by them is ridiculously in- 
significant when compared with the po- 
tential consumption of the 150 million 
inhabitants of Russia. Not by over- 
production are we threatened with 
difficulties, but by under-consumption. 
The consumption of the large masses 
of Africa, of entire Asia, of Russia 
and of a considerable part of Eastern 
Europe does not exceed the most 
piteous and scanty minimum. 

The task of the money and invest- 
ment markets in the next years and 
decades will thus consist not so much 
in providing the existing industrialized 
countries with the necessary capital, 
but still more in financing the increase 
of the purchasing powers of the unde- 
veloped countries. This cannot, of 
course, be done without discrimination. 
No credit must be given, the economic 
use of which is not assured. When 
using the expression “financing of 
consumption,” I do not refer to the 
articles of immediate consumption, 
such as food, clothes, etc., nor to those 
of military armament, but to things 
which may be used during a long period, 
such as instruments, machines, means 
of communication of any description, 
water, light and power equipments, 
and so on. The creditors have not 
only the right but also the obligation 
to be attentive to the use of their credit. 
This leads to another consideration, v7z., 
the profit-earning capacity of credit. 
Do the articles bought with the help 
of credit serve to effect new production, 
the formation of new capital, and do 
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they stimulate work that will later 
give benefits? Only if these conditions 
are fulfilled, will credit expansion be a 
benefit, and only so will the yet unde- 
veloped countries become members of 
the civilized community. A sound 
investment policy with regard to those 
new countries will thus be the task 
of the next years and decades; this 
task laid before us is not only gigantic, 
but it is also a step in the direction of 
spreading prosperity over the whole 
world. The work on this task has the 
tendency to bring mankind closer to- 
gether, to equalize the benefits of 
prosperity—which is still very irregu- 
larly distributed—and to promote in 
this way the social and economic peace 
of the world. 


Conclusion 


It is a matter of course that all these 
things can be done only if the countries 
are ready to cooperate peacefully, if 
the distrust spread over the whole 
world by the unjust treaties of peace 
is removed, if the obligation of one 
part of the world to pay war indemni- 
ties to other peoples is repealed, and 
if the word of an American President— 
who did not always have a lucky hand, 
but who inspired himself with the best 
intents and with noble ideas—is even- 
tually realized, the word that the end 
of the World War should not see either 
conqueror or defeated, but that moral- 
ity and justice should govern the rela- 
tions between the countries. One of 
the most striking features of the inter- 
national money and investment mar- 
kets—the ample abundance of funds 
on the short-term money markets in 
the face of a dearth of funds on the 
long-term markets—is merely due to 
the feeling of distrust prevailing in 
all parts of the world. Money at 
dear terms may be had in large quanti- 
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ties even in countries which are partic- 
ularly suspected with regard to politics, 
but even in politically quiet countries 
the interest rates for long-term invest- 
ments are relatively high. There is 
possibly no better example for this 
thesis of the influence of political 
distrust than the recent failure of 
the German reparation loan. The at- 
mosphere which prevailed especially 
in the negotiations of the second Hague 
Conference does not permit us to 
think that we have the real spirit of 
peace among us. Only in this way 
can it be explained why the interest 
rates of the different markets of the 
world differ so much from each other, 
as had never been the case in pre-war 
times. At present we are not con- 
fronting one single international money 
market within which from time to 
time the money is directed from one 
country to another with the view of 
equalizing as far as possible the differ- 
ences of interest, but distrust holds 
the funds within the limits of each 
individual market and leads to con- 
siderable differences of interest rate 
even in the case of countries of a similar 
economic character. This holds espe- 
cially true of Germany, which must now 
and again pay rates of interest which 
are much higher than those asked 
from countries with a far less devel- 
oped economy. 

[f the international money markets 
are to work correctly, the political 
tensions which today disturb the whole 
world must be removed. This refers 
in the first place to Eastern Europe, 
but also to Africa, India and China. 
In each of these large territories we 
are still facing the consequences of 
the World War. The fact that the 


colored races were called upon to fight 
against Germany and her allies has 
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had a deep psychological effect on 
those peoples, which up to that time 
had lived in a more or less pronounced 
dependency on Europe; their changed 
attitude has thereby led to the present 
revolutionary convulsions. ‘The world 
must now pay most heavily for the 
fact that the private property of the 
citizens of the Central Powers was 
seized before the eyes of those undevel- 
oped peoples and that European 
citizens living among them were con- 
temptuously treated. By the Danzig 
“Korridor” Germany was disaggre- 
gated in two parts, and the few rights 
which even the Versailles Treaty had 
left her with regard to Memel, Eupen- 
Malmedy and Upper Silesia, were 
simply laughed at. All this must be 
made good if a peaceful atmosphere, 
the first condition for a real economic 
prosperity of the world, is to be restored. 

The unheard-of riches which the 
war has brought to America assign 
to the United States a leading part 
in this development. I do not doubt 
that the noble task and the great 
responsibility which God has thus 
laid on this country are fully under- 
stood and felt by its inhabitants. One 
of the most eminent contemporary 
Americans recently delivered a speech 
which, showing this understanding and 
this feeling of responsibility to the 
utmost extent, culminated in the state- 
ment, ‘‘America has become too rich 
to be loved.” For my part, I have 
always believed that envy is the worst 
evil of all, and I, therefore, do not 
wish to discuss whether the second 
part of that sentence contains a truth. 
One thing, however, is certain: the 
sentence contains the moral postulate 
to make the right use of one’s riches 
by helping the other man to gain 
prosperity for himself. 











THE NEED FOR AN ADEQUATE SURVEY OF 
DOMESTIC BUILDING REQUIREMENTS 


By RAYMOND T. CRAGIN 


NE glance at any set of figures 

—or chart—showing the month- 

ly volume of building con- 
struction over a period of time will 
impressively disclose the extreme fluc- 
tuations in this industry. This im- 
mediately raises the question as to 
whether these fluctuations are not the 
cause of the past inability to place 
construction upon a modern production 
basis. If the industry could be stabil- 
ized, would that in some measure solve 
the various problems relating to con- 
struction, such as spasmodic employ- 
ment in the building trades, the 
adoption of better and more modern 
plant equipment, and lower inventories 
of materials on hand in the mills and 
supply yards? And if these factors 
were materially helped, would this 
reduce the costs of construction? And 
then, following the natural business 
sequence, if production were stabilized 
and costs reduced, would this stimulate 
sales, as has been the experience in 
other lines of business? Decreased 
production costs and increased sales 
always attract new capital. 

Upon this reasoning it would appear 
that the proper approach to the ques- 
tion of the present stagnation in resi- 
dential construction is in connection 
with its production problems. 


Present Conditions in Residential 


Construction 
The accompanying chart, showing 
the volume of new building in Cleve- 
land, is fairly typical of the larger cities 
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and illustrates that there is a most 
extraordinary fluctuation in the volume 
of contracts let from year to year and 
from month to month. Probably no 
other business has such a high degree 
of fluctuation. It is apparent that 
these extreme ups and downs do not 
permit the economies which are possible 
and customary in more stable affairs. 

Residential construction is now at an 
extremely low figure, about 66% below 
the ten year average. ‘This depression 
is important to many lines of business, 
in view of the fact that normally 
construction funds contribute a na- 
tional total of some five billion dollars 
annually. The decrease in construc- 
tion throws thousands in the building 
trades out of work, and their pay is not 
available for purchase of other prod- 
ucts; this is felt by the merchants, 
distributors and manufacturers of 
these products who in turn decrease 
their employment, so that, in the end- 
less chain of modern business, payrolls 
and purchasing power are diminished in 
lines of business apparently remote 
from construction. 

The importance of the question is 
illustrated by the fact that in 257 
cities the current decrease in residential 
construction alone amounts to over 
one billion dollars annually below the 
ten year average and one and three 
quarters billion below the high of 
1925. No accurate figures are yet 
available as to the total for the entire 
country. Inasmuch as residential con- 
struction—houses and apartments— 
comprises about 60% of all new build- 
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though real estate directly affects every 


person and every line of business, 


it is the only investment and industry 


has never been inventoried. 
There is no actual measure of the 
supply and demand, the immense 
annual business of real estate being 
conducted almost without a vestige 
of statistical data. 

Any plan of putting the real-estate 
and construction industry soundly on 


that 


CHART II 


CONSTRUCTION IN 257 CITIES 
(1930 estimated upon basis of first four months) 
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its feet must first of all start with an 
inventory of the condition, and then 
that inventory must become a contin- 
uous one, as in other lines of business. 
Recent surveys have shown that the 
customary “guesses” of the supply 
and demand of construction are almost 
universally wrong and that the cities, 
and different sections of the cities, are 
over-supplied with certain kinds of 
property and not over-supplied with 
others, and in some cases have a marked 
shortage. ‘These facts, which are 
fundamental, will underlie any intelli- 
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gent plan and must be determined 
before a practical and comprehensive 
campaign to stimulate construction 
can be devised. 

Several years ago, President Hoover, 
then Secretary of Commerce, stated 
the necessity of regular statistical ser- 
vices showing the amount of vacancies. 
Scattered surveys have since then been 
made in a number of cities, but most 
of these have generally been conducted 
with lack of uniformity in method 
and dates, and hence do not present a 
national inventory. In most cases, 
due to incomplete classification of prop- 
erties and inadequate districting within 
the cities, scattered surveys do not 
accurately measure the local supply and 
demand. 

However, the fact that such surveys 
have been independently made, and the 
vitally important matters which have 
been disclosed by them, clearly indicate 
that it is now possible to assemble 
statistical data for housing with as 
great accuracy as in other lines of 
business. When these data are prop- 
erly used they can be the foundation 
for more intelligent and regular opera- 
tion of the business. 

Accurate data, regularly and uni- 
formly assembled, have become the 
basis of business judgment and plans 
in all other industries. Statistical in- 
formation does not replace business 
judgment; but in modern practice 
judgment not based upon authorita- 
tive facts is merely a guess. Heretofore 
the absence of data has forced those 
in the housing business to plan their 
developments upon guess and personal 
observation, whereas the extreme fluc- 
tuations in other industries have been 
greatly decreased through sound in- 
ventories and the use of authoritative 
market data. It would appear that 
the extraordinary fluctuations in hous- 
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ng may be largely due to the absence 
a similar market data, and that the 
proper assembly and use of such data 
vould tend toward stabilizing construc- 
tion and decreasing costs. 


Fluctuations in the Building Industry 


Although there are almost exact 
parallels between the volume of real- 
estate transactions, the amount of new 
construction and the volume of mort- 
gage loans, indicating that these three 
businesses are governed by much the 
same factors; over a period of years 
there has been no exact parallel between 
the activity of general business, as 
indicated by any of the usual indexes, 
and the volume of real-estate activity, 
new construction or mortgage finance. 
This indicates that the activity of real 
estate construction and finance is not 
entirely governed by the factors which 
control general business. 

The lack of centralization in con- 
struction and real estate and the fact 
that the operations are local and con- 
lucted by individuals and organizations 

f relatively small capital are charac- 
teristic of the industry and may have 
precluded the adoption of the same 
reforms which have stabilized other 
businesses. 

In ten years, beginning in 1921 and 
including an estimate of 1930, the 
construction in 257 cities has fluctuated 
as follows: 


fifth largest and affects almost every 
other industry and walk of life. These 
fluctuations seriously handicap all con- 
nected with it, and this lack of stability 
constitutes a large cause of excessive 
building cost. Construction is always 
working in extreme conditions of over- 


CHART III 


VOLUME OF RESIDENTIAL CONSTRUCTION 
IN 257 CITIES 


(In cost and number of units) 


260 
240 





80 
1921 1922 1923 1924 1925 1926 1927 1928 1929 


(Total cost is for total constructed and not per unit) 


supply or under-supply of employment. 
Labor demands wages based upon 
average employment and therefore is 
overpaid during the periods of ab- 
normal construction activity, and is 
inadequately paid during subnormal 
periods. 

The effect of these tremendous fluctu- 
ations in activity and production costs 
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$1,573,137,938 | $3,805,427,154 | $2,845,733,043 


1,725,205, 501 
I, 120,295,542 


2, 461,546,270 | 


715,000,000 | 
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No other business has suffered the 
annual fluctuations of the construction 
industry, yet it is about the third to the 





is felt by all who are directly or indi- 
rectly allied with construction and 
real estate. Inactive construction 
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directly reduces the payrolls in the 
building trades, in the mills and yards 
which manufacture and supply the 
materials, the railroads which transport 
them, and in every field and trade in 
any way allied with the industry. 
This reduction of payrolls directly 
affects the volume of all commodities 
consumed by those whose income is 
diminished, and so on down the line 
to a total of probably ten times the 
apparent amount indicated by the 
construction itself. 


Over-production 


But though a decrease in construction 
has that effect upon general prosperity, 
over-production of buildings has an 
equally harmful effect. 

Unquestionably, the present inactiv- 
ity in residential construction is the 
result of past over-production. This 
not only bankrupts those who produce 
the surplus buildings by wiping out 
their equities, but immediately reduces 
the price levels of competitive prop- 
erties and diminishes or wipes out 
the equities of those who have pre- 
viously built. A given population 
can use only a certain number of 
homes, and an over-supply creates a 
slashing of prices. Unfortunately this 
is not limited to the new surplus 
buildings, but is felt by all properties, 
the values of which diminish to lower 
levels. ‘Thus thousands of established 
home owners lose millions of dollars 
through the unintelligent over-produc- 
tion created by a very few. 

That this fluctuation can be mate- 
rially stabilized through the assembly 
and use of authoritative data is proved 
by almost every other line of business. 
It is also proved by limited experiences 
in real estate and construction. 

In Cleveland a certain institution 
erected a large office building despite 
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the advice of building managers who 
presented figures to show that it would 
over-supply the market. The building 
has never met its capital charges, and 
the institution has lost its equity. But 
by draining tenants from other build- 
ings, it diminished the earnings and 
capital value of these buildings to 
such an extent that the community 
and the owners of the new building 
lost a total about equivalent to its 
cost. Upon the other hand, a utility 
company was considering a comparable 
building and asked for a market survey, 
This disclosed a certain over-supply of 
space. They did not proceed with 
their plans, thereby saving themselves 
and the community from a similar 
loss. Incidentally, that market survey 
forecast the office-space situation as 
of a date 21 months in the future 
with an error of less than 1%. 

Under-production seriously affects 
payrolls and general prosperity. Over- 
production seriously affects capital 
invested. Authoritative data will 
materially stabilize construction to the 
benefit of all—and such data can be, 
but are not now, available. 


Supply and Demand 


The Department of Labor keeps 
rather accurate statistics as to the 
number and cost of buildings con- 
structed—i.e., the supply; but there 
has been no organized effort made to 
measure the demand. The net demand 


‘is the sum of the dwellings required 


by increased population plus those 
demolished or abandoned. Whether 
the post-war construction created an 
abnormal surplus can only be deter- 
mined by an actual physical inventory, 
or vacancy survey. 

There is no question but that the 
late slump in construction was very 
largely due to previous over-production 
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new housing. Just how serious 
hat over-production still is could be 

curately determined by a survey 

inventory, and from those figures 
could be determined when and where 
ilding activity could properly be 
expected to resume. By the compila- 
tion of experience figures it could then 
be calculated how rapidly the various 
lasses of housing should be constructed 

the different locations, and to a 
arked degree the repetition of over- 

luction could thus be avoided. 

\t present there is an absence of 
either class of data, excepting the 
vacancy surveys which have been made 

relatively few and scattered cities; 
nd as has been previously mentioned, 
their lack of uniformity as to methods 
nd dates precludes their use as a 
national inventory. These’ surveys 

ive shown conditions of surplus—or 
vacancy—ranging from about 1% to 
ver 15%, with great irregularity in 
different cities, in sections of cities, 

1 in different classes of housing. 
Peculiarly, the greatest vacancies ap- 

ar to be in the cities which have 

perienced the greatest recent growth 


both in population and in industrial 
tivity. 

For his own purposes, the writer 
has made an estimate of the present 
balance between supply and demand, 
but because of the absence of proper 


ta this is necessarily based upon 
estimated factors and is therefore little 
better than a guess. However, certain 
corded facts have been used, and 
to that extent the estimate is more 
accurate than the usual guess made by 
lriving about and observing the appar- 
ent ratio of occupied and vacant 
houses and apartments. But the chief 
interest in the calculation lies in the 
bvious fact that if accurate data 
were generally available it would be 


| 
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comparatively easy to estimate the 
situation as of almost any date and 
with as great accuracy as is found in 
any market estimates. 

According to reports of the Depart- 
ment of Labor there were 3,440,848 
housing units constructed in 257 cities 
in the nine years 1921 through 1929. 
According to the estimates of the Census 
Bureau the population of those cities 
increased 7,090,000. Recent investi- 
gations show that the average city 
family now has about 44 persons, a 
decrease from about 4!% ten years ago; 
and upon that basis of 4)4 persons per 
family, the increase in population would 
require 1,668,235 new housing units. 

The gradual decrease in the size 
of city families also required more 
units in proportion to the population. 
Adjusting the number of units esti- 
mated to have been in these cities in 
1920, to take care of this factor, indi- 
cates a requirement of about 300,000 
units. 

The third factor in the demands for 
residential units is caused by the 
demolition and abandonment of old 
properties. ‘There are no reliable data 
upon this subject; but assuming the 
useful life of the average city home to 
be 40 years, the number demolished or 
abandoned in the past nine years would 
be about 900,000. 

The sum total of these three factors 
of demand is about 2,868,235 housing 
units. The supply due to new con- 
struction, without adjustment to the 
question of whether there was a surplus 
or shortage at the beginning of the 
nine year period, was 3,440,845 units, 
and the difference of 572,610 units is the 
indicated current surplus. However, 
as this surplus is only 149% of the 
annual average of new construction, 
it would appear that the average situa- 
tion in the average city is becoming 
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fairly normal and that residential con- 
struction will soon be resumed. But 
while this surplus is only 149% of the 
average annual supply, it is almost 
five times the amount apparently being 
constructed this year; and it is 179% of 
the average annual demand as cal- 
culated above. 


CHART IV 
NEW HOUSING IN 257 CITIES 


(Number of families provided for per 10,000 of 
population) 
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(1930 calculated upon basis of first four months) 


Assuming that the average value of a 
dwelling unit, with land, is $5,000, the 
total idle investment due to over- 
production is $2,863,065,000, and the 
annual burden for interest and taxes— 
without amortization of loans or depre- 
ciation—is about $229,000,000, which 
is now being paid out of pocket by the 
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speculative builders who constructed 
these properties. This annual out- 
of-pocket charge is, in part, the 
explanation of the unwillingness of 
these same builders now to respond 
to propaganda for the resumption of 
construction. In many cases it js 
essential that their present frozen 
investments become liquid and their 
current charges cease, before they are in 
any position to proceed with new work. 
And others must be convinced that 
there is a market for their product 
before they will proceed with new 
construction, for although they may 
have escaped the recent situation in 
which many builders were caught with 
surplus properties, they are anxious 
now not to get into that same situation. 
No one definitely knows, though many 
guess, to what extent capital is frozen 
in unsold and unrented properties, nor 
how rapidly the market may be 
expected to liquidate. But with the 
same kind of statistical data as is 
used in almost all other lines of business 
these facts can be determined with 
reasonable accuracy. 

Without such an inventory, it can 
be said with assurance that there are 
places where there are certain kinds of 
surplus property, and other places 
where there are definite shortages. 
The assembly of suitable information 
would make it possible, however, for the 
industry to proceed with assurance in 
the places where a shortage actually 
exists, and with the kinds of housing 
actually needed or for which a proper 
market can be created. 

Construction can be encouraged, the 
present depths can be recovered from, 
supply and demand can be measured, 
and the future business conducted with 
more certainty and economy, by in- 
ventories which can be made and kept 
up to date at relatively low cost. 
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Such statistical data can be rather 
simple, and indeed should be. The 
fe w complications in connection with 
them are due to the fact that most of 
the data is necessarily local to the in- 
lividual cities and even more partic- 

rly local to the various sections of the 

- However, much is of general 
aracter, and, in the development of 
erience factors, local figures should 


ivoided. 
A Program for a Proposed Survey 


\ complete survey should be based 
four divisions, Supply and De- 
mand, Improved Production Methods, 
Financing, and Competition. 
1) Supply and demand can be 
diately inventoried by a phys- 
al survey and tabulation of the 
s, breaking each city down into 
er small districts which will be 
ned by local characteristics or by 
tural boundaries. In practice it has 
n found that there should be a 
trict for each five or six thousand of 
pulation. The properties should be 
lassified and counted as to total num- 
and vacancies. This should be 
pt up to date by periodic surveys 
| by frequent postings of new con- 
truction. Such records will immedi- 
y disclose the location and 
sification of surplus and shortage. 
Continuation of the data will develop 
factors and trends which will make 
possible accurately to estimate fu- 
ure growths and construction require- 
ents in the same manner as the 
public utilities now estimate capital 
needs. ‘Trends toward apartments and 
innovations will vividly show 


Cité 


ne mselves. 

2) Improved production methods 
economical construction 
hould receive continued attention, for 

authorities are agreed that there 


are great possibilities in this field. 
Improved materials, more pre-made 
and standardized units, advanced 
manufacturing methods and more con- 
tinuous employment will reduce costs 
and produce more desirable homes. 


CHART V 
COSTS PER RESIDENTIAL UNIT 
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“Total Cost per Unit” is the average cost of mate- 
rials and labor of all types of dwellings, per family, as 
indicated by applications for building permits; it does 
not include land, selling expense or builder’s profit 
and thus does not fully represent cost to consumer. 

192I average, $3,947; 1929 average, $4,566— 
increase of 15.7% 

“Labor Scale’? shows fluctuations in the Union 
rates of building trades. 1929 rates were 130.6% of 
1921 rates. 

“* Material Prices’? are wholesale prices of building 
materials. 1929 prices were 99.7% of 1921 prices. 


(3) The method of financing home 
construction and _ purchase has 
remained almost without change for a 
generation or more, despite the fact 
that all other forms of finance have been 
radically revised. ‘The possible adop- 
tion of other modern forms and 
methods may and should make the 
purchase of homes much easier and the 
securities created by the business more 
attractive to investors. 

(4) The conflicting and competitive 
actions of other industries should be 
studied as to their effects upon real 
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estate and construction, so that plans 
can be made to compete with and offset 
those powerful selling programs which 
cut into the normal demand for homes. 

The housing business has one funda- 
mental quality in common with only 
three lines of business. ‘That is, it is a 
necessity to every person. Regardless 
of social or financial status, every 
person does and must use some form 
of housing. 

However, the lines of business which 
have given housing the most aggressive 
competition are radios, motor cars, 
movies, elaborate household appli- 
ances and some forms of investment; 
all of which are not equally necessities, 
for even the other forms of investment 
are offset by the investment feature of 
home ownership. 

But these competitions for the con- 
sumer’s dollar are broadly organized 
and aggressively managed with success- 
ful efforts to reduce production costs; 
they are strongly financed and employ 
the best selling methods and salesmen. 

Construction and real estate are not 
mobile, and they are extremely local. 
The result is smaller organization, less 
capital, poorer management and higher 
production costs. Thus, despite its 
unique position of being an absolute 
necessity, the building industry suffers 
from the better-organized and financed 
businesses which, though not equally 
necessary, have given the merchandis- 
ing of homes the most serious competi- 
tion. A comprehensive program to 
stimulate home construction should 
take the factors of competition into 
consideration. 


Agencies and Beneficiaries of the 
Program 


A few years ago it would have been 
impossible to carry on such research 
except at prohibitive expense; and it 
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would have been impractical to suggest 
it because of the lack of any co-ordinat. 
ing agency through which the many 
unattached interests could function, 
Now, however, the Federal Government 
has already functioned with respect 
to all construction other than resj- 
dential and is equipping itself to ap- 
proach that problem. The Depart- 
ment of Labor for years has been 
assembling certain information, the 
Department of Commerce has an excel- 
lent staff familiar with construction 
problems, the Census Bureau has just 
gathered much of the essential informa- 
tion, the Post Office Department has 
offered to co-operate in the continuous 
assembly of field data, and in response 
to a call of the Administration prac- 
tically all of the national associa- 
tions representing the various interests 
and trades connected with construction 
have agreed to co-operate in the assem- 
bly, distribution, and use of such data. 
President Hoover has recently said 
that he and his administration consider 
the stabilization of home construction 
and stimulation of home ownership 
one of the leading economic questions 
of the day and that under the personal 
direction of Secretary Lamont the 
facilities of the Government and of 
proper private organizations are to be 
promptly co-ordinated to that end. 

In the previous unsuccessful efforts to 
stabilize construction, it has been as- 
sumed that the volume of new work 
was controlled by those in the contract- 
ing business. In fact, they have little 
to do with the creation of work—little 
more than the labor they employ. 

Construction is created and sup- 
ported by those who promote, buy, 
sell, and finance it, and not by the 
contractor who bids for the work. Less 
than 30% of residential construction 
is for the direct order of those who 
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it. A relatively small percentage 


created by large construction com- 


The bulk is created by the 


small capital, upon borrowed 
and with little or no organiza- 
For advice he depends upon his 
observation and experience, and 
brokers and loaning agencies with 


Wi 


ich he does business. 
Propaganda directed to the home- 
ying public assists the builder in 


sing of his product, but accurate 


viedge as to market conditions 
unding the particular type of 


ldings in the very localized district 


operations can best reach him 
igh the advice of his brokers and 


Ugi 


ning agencies. If they will not 
n, then he cannot build; but if they 


furnish him authoritative and 


helpful data and advice, upon the basis 
of which they are willing to make him 
loans, he will build just as fast as the 
market will absorb his product. 

It appears that we are about to enter 
upon a new era in residential construc- 
tion; an era in which facts will be 
substituted for guess; and in which, 
through the co-ordinating agency of the 
Government, fundamental information 
will be assembled and distributed. 
This should in a large measure eliminate 
the extravagance and uncertainty of 
the construction industry and tend 
toward its greater stability, with more 
continuous employment for construc- 
tion labor, greater efficiency and econ- 
omy in the manufacture and distribu- 
tion of materials, and greater increase in 
the desirability of and, therefore, the 
demand for home-ownership. 
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SUGAR— 
PRINCE OR PAUPER? 


By CHARLES J. WELCH 


URING the “Dance of the Mil- 

lions’? in Cuba, everyone forgot 

that sugar had ever been a 

Pauper. Today no one remembers 
that sugar ever was a Prince. 

On September 30th, 1930, Cuban 
sugar sold at 1.03¢ c. & f. Deducting 
ocean freight and other marketing 
expenses, and railroad and shipping 
charges in Cuba, the above price 
is equivalent to 24¢ a pound f.o.b. 
plantation. 

When the Cuban planter writes a 
letter, he must pay for the 2¢ postage 
stamp the value of three pounds of 
sugar. ‘Three pounds of sugar is what 
the average American consumes in 
ten days, and is as much as the average 
Chinaman eats in six months. 

Because sugar was a Prince, it is 
now a Pauper, and because it is a 
Pauper it will again become a Prince. 

When the price of sugar is high, 
capital for expansion is available in 
large quantities. Over-production re- 
sults; prices sink to a ruinous level; 
expansion stops; consumption increases; 
unfavorable crops occur in some impor- 
tant producing country, and the price 
of sugar rises sharply. This is the 
sugar cycle. 


The Effects of Wars on Production 


The present generation has twice 
seen the sugar market dislocated by 
wars. The Cuban Insurrection became 
serious in 1895, and finally terminated 
with the Spanish War in 1898. The 
World War started in the summer of 
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1914, and ended in the latter part of 
1918. 
The effect of a war is always the 


same. Production in the country or 
countries directly affected greatly 
decreases. ‘The price of sugar, in con- 


sequence, rises rapidly. Other coun- 
tries at once increase their production 
to supply the deficiency. When the 
war is over, the sugar industry of 
belligerent countries gradually gets on 
its feet again. The other countries 
continue their expansion until a point 
is reached where the world’s production 
is so far in excess of the world’s con- 
sumption that prices sink to)a dis- 
astrously unprofitable level. J 

The following table shows the pro- 
duction, in tons, immediately before 
and immediately after the trouble in 


Cuba: 

















| Cuba | Europe World 
| 

1893/94 I ain, 3,890,000! 7,256,000 
1894/95 1,004, 000) 4,793,000} 8,324,000 
1896/97 212,000 4,916,000} 7,827,000 
1897/98 306,000) 4,832,000) 7,731,000 
1898/99 345,000) 4,982,000) 7,944,000 
1899/1900 308,000 5,518,000; 8,456,000 
1900/1901 636,000 6,047,000] 9,717,000 
1901/1902 850,000 6,821,000) 10,995,000 


| 





By 1902 the Cuban crop had in- 


creased to 850,000 tons, and not only 
that, but so many new factories were 
built and so many thousands of acres of 
new land were cleared and planted, 
that it was certain that in a very short 
time the Cuban crop would greatly 
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exceed the figure reached in 1894— 
1,054,000 tons. While Cuba was in- 
creasing her crop to practically the 
pre-insurrection figure, Europe had ex- 
panded her crop over 2,000,000 tons, 
and the world’s production had in- 

ased to nearly 11,000,000 tons. In 
the latter part of June, 1902, Cuban 
sugar sold at 1.56¢ c. & f. This was 
the lowest price ever reached, and for 
twenty eight years sugar never sold 
s low as that again. 

Production immediately before and 


biiiiid 


a me 
as IOLIOWS: 





Cuba Europe World 


18 , 198,000 
18,802,000 


2,429,000} 8,282,000 
2,598,000} 7,908,000 


1912/13 


15,797,000 
15,495,000 
16,653,000 
17,650,000 


1918/19 3,185,000 


I9I9/20 


3,912,000 
3,730,000) 2,590,000 
3,936,000} 3,681,000 
3,996,000) 4,055,000 


1920/2I 
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ooo tons, while the crop of 1904/05 
was reduced to 4,681,000 tons. When 
the news of the crop damage in Europe 
was realized, prices rose rapidly, and, 
by the early part of 1905, 33¢¢ c. & f. 
was reached. 

There is a close parallel between 
this recovery and the recovery in 
prices after 1921. In 1922 there was 
a great demand for Cuba sugars in 
Europe, and the carryover of 1,250,000 
tons, plus a crop of nearly 4,000,000 
tons, was readily disposed of. In 1922 
the eastern part of Cuba suffered 
from a severe drought, and the 1923 
crop outturned only 3,600,000 tons, 
or about 400,000 tons less than the 
previous one. 

In January, 1923, sugar sold at 314¢ 
a pound. In a month the price had 
advanced to 514¢, and by May reached 
65¢¢. 

The recovery in prices in 1904 and 
in 1923 induced a world-wide expansion: 





The Cuban crop increased from 
2,600,000 tons in 1914 to nearly 
4,000,000 tons in 1922—but the Euro- 
pean crop of 1921/22 was less than half 
of the pre-war crop. The world’s pro- 
duction in 1921 was still considerably 
below the figures of 1914. In the 
latter part of 1921, sugar declined to 
1.81¢, which was the lowest price 
at which sugar had ever sold, except 
in 1902. The carryover in Cuba at 
the end of 1921 was 1,250,000 tons. 

The losses of the sugar plantations 
in Cuba in 1921 were staggering. 

The recovery from the record low 
prices of 1902 was fairly rapid. In 
1901 Europe planted 1,974,000 hectares 
(Licht), in 1902 only 1,768,000 hectares, 
in 1903, 1,729,000 hectares. The sum- 
mer of 1904 was very unfavorable. 
The previous European crop was 5,874,- 





Cuba Europe | World 
1904/05 1,163,000, 4,709,000 11,681,000 
1906/07 1,428,000) 6,717,000) 14,515,000 





Between 1904/05 and 1906/07 the 
world’s crops increased 3,000,000 tons, 
and sugar declined to 2¢ a pound. 





Cuba Europe World 
1922/23 | 3,603,000 4,574,000) 18,359,000 
1928/29 5,156,000 8,360,000] 27,165,000 





Between 1922/23 and 1928/29, world 
crops increased nearly 9,000,000 tons. 
In 1929/30 world’s crops decreased 
434,000 tons, but, notwithstanding that, 
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prices have declined over 14¢ below 
the previous all-time record low price 
touched in 1902. 

This is the phase of the cycle that 
we are in at present. 

The next phase is a recovery to a 
fairly remunerative level. 

World’s crops in 1906/07 amounted 
to 14,515,000 tons, and in IgI1I/1I2 
to 15,887,000 tons, which was only a 
moderate increase. ‘The average prices 
were as follows: 


1907 2.40¢c. &f. 
1908 2.71¢ 

1909 2.65¢ “ 
1910 2.83¢ “ 


It was costing the new plantations in 
the eastern end of Cuba not over 134¢ 
to land sugar in New York. The pre- 
vailing prices during the years imme- 
diately succeeding 1906 were, therefore, 
fairly remunerative. ‘The Cuban crop 
of 1911 was a poor one. ‘The previous 
crop had outturned 1,804,000 tons. 
The 1911 crop was 1,480,000 tons. 
Then occurred another disastrous 
drought in Europe, and the price rose 
in September to 4.60¢ c. & f. 

These exceedingly profitable prices 
provoked another world-wide expan- 
sion. Cuba increased her crop from 
1,800,000 tons to 2,429,000 tons in 
1913, and to2,598,o00in 1914. World’s 
crops in 1912/13 reached 18,209,000 
tons, and in 1913/14, 18,436,000 tons. 
The price of sugar had dropped to 
17¢¢. Then the World War started. 

If the past is anything to go by, we 
shall see the present excessively low 
prices succeeded by a recovery, then 
a reaction, and for several years a 
fair price level. Then there will be 
a crop shortage somewhere, due to 
unfavorable weather; prices will shoot 
to dizzy levels, and the cycle will 
start again. 
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Does the Price of Sugar Affect 
Consumption? 


Statistics show that sometimes the 
price of sugar is low and sometimes 
it is high—but is this just fortuitous, 
or is it brought about by the action 
of definite factors? 

The price of a commodity is deter- 
mined by supply and demand. It is 
the relation between production and 
consumption that fixes the price of 
sugar. If production increases faster 
than consumption, prices decline, and 
vice versa. 

The consumption factor is far more 
constant than the production factor. 
The world consumption of sugar is 
constantly increasing. In 1828 the 
consumption of sugar in Great Britain 
was 23,112 tons; in 1929 it was 1,946,- 
229 tons. The United Kingdom at 
present is consuming in four days as 
much sugar as she consumed in a whole 
year one hundred years ago. 

The average yearly increase in con- 
sumption in the United States for ten 
years, according to Willett & Gray, is 
5.11%. Every twenty years the con- 
sumption of sugar in this country 
doubles. 

There is a very considerable annual 
variation in the published consumption 
figures. Statisticians are unable to 
give us anything but apparent con- 
sumption, which differs from real con- 
sumption by the increase or decrease in 
invisible stocks. 

Willett & Gray’s U. S. consumption 
from 1920 to 1924 is as follows: 


tons 
or c¢ 
mar. 
such 
crea 
rose 
of I 
esti! 
the 

follc 








1920 ©6©4,085,000 Tons Increase 0.4% 
192I 4,107,000 “ ey 0.6% 
1922 5,093,000 “ ” 24.0% 
1923 4,781,000 ‘“ Decrease 6.1% 
1924 4,854,000 “ Increase 1.5% 


22,920,000 “ 


There was an apparent increase in 
consumption in 1922 of nearly a million 
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Obviously no such increase did 
+ could occur. We had a very strong 
irket at the end of 1922, and under 
conditions invisible stocks in- 

In 1925, apparent consumption 
to §,510,000 tons, an increase 
o. A more or less reasonable 
imate of actual consumption during 
e five years 1920 to 1924 would be as 


Lide 


a hee Nth 


ws: 
1920 4,100,000 Tons 
1921 4,350,000 “ 
1922 4,600,000 “ 
1923 4,850,000 
1924 5,100,000 “ 
23,000,000 
We may assume that the total actual 


| apparent consumption for a period 


1 

five years are practically the same, 

spite of the discrepancies in individ- 

years. The average consumption 

the United States for five-year 

periods gives a fair picture of the growth 
f the use of sugar in this country. 


Averace U. S. Consumption (W. & G.) 


Increase, 
Tons Tons % 
1880/84 L, 399,000 ~~ kes dsan 
85/89 1,380,000 261 ,O0O 2 
5 )4 1,833,000 453,000 2 
19 2,009,000 176,000 10 
4 2,495,000 486,000 2 
) 2,987,000 492,000 20 
14 3,542,000 555,000 18 
5/19 3,742,000 200 , 000 6 
20/24 4,584,000 842,000 2 
1925/29 5,566,000 982,000 2 


While consumption has for a cen- 
ry been increasing at a remarkable 
rate, it is something that cannot be 
pushed. Until very recently, no efforts 
whatsoever were made to push the 
ile of sugar. The increase in sugar 
nsumption was wholly spontaneous. 
last couple of years many 
usands of dollars have been spent 
advertising propaganda, but in spite 
it the consumption in the United 
States has declined this year. It used 
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to be said that when the price of sugar 
rose consumption was unfavorably af- 
fected, and when the price declined 
there was a very appreciable increase 
inconsumption. This year we haveseen 
sugar selling over 14¢ below the lowest 
point ever reached in the history of the 
world, and yet there has been, appar- 
ently, a decline in consumption. As 
far as the United States is concerned, 
the price of sugar is an utterly im- 
material factor. Last year the average 
per capita consumption (W. & G.) was 
108 pounds. At 5¢ a pound, this 
would amount to $5.40 a year, or 
about 10¢ a week. If sugar cost 1¢ 
a pound more, who would economize? 
This increase would cost less than 4g¢a 
day. And who would eat any more sug- 
ar if sugar declined to4¢? A bricklayer 
getting $2.00 an hour, or 314¢ a minute, 
earns the price of a pound of sugar in 
less than two minutes. Whenhe pauses 
in his work to take a cigar out of his 
pocket, clip the end off it, and light it, 
he has earned the price of a pound 
of sugar before he resumes his work— 
and the cost of the cigar that he con- 
sumes in half an hour, even if it is 
only a 5¢ cigar, would keep him sup- 
plied with sugar for ten days. There- 
fore, it can be seen how difficult it is to 
increase the consumption of sugar 
in the United States. Everyone eats 
as much sugar as he wishes to, and 
cannot be induced to eat any more by 
lowering the price a fraction of a cent 
a pound. Consequently, when there 
is an excess of sugar, nobody in this 
country wants it. 

In the Far East, where men work 
twelve hours for 10¢ or 20¢ a day, 
the price of sugar is of much more im- 
portance. Five cents represents from 
three to six hours’ work. It has always 
been said that, if the price of sugar 
went low enough, there would be an 














154 


enormous demand from all over the 
world. This year the price of sugar 
declined to a ridiculous price, but the 
demand simply was not there—and 
because it was not there, sugar went 
still lower. As far as consumption is 
concerned, then, we see that it is con- 
tinually increasing—and yet it will 
increase just so fast, and no faster. If 
production goes beyond what is 
required, then the price of sugar 
declines sharply. 


Fluctuations in Production 


The world’s production of sugar has 
increased enormously. In 1906 it was 
13,951,000 tons (W. & G.); in 1929 it 
was 27,280,000 tons. ‘The average pro- 
duction for five-year periods was as 
follows: 


Increase, 
Tons Tons % 
3905/09 14,229,000 « cccewess ar 
1910/14 16,995,000 2,766,000 19.4 
1915/19 17,129,000 134,000 0.8 
1920/24 17,652,000 523,000 3.0 
1925/29 24,932,000 7,280,000 41. 


Before the War, world production 
increased at the rate of 20% for five 
years. This increase, of course, fell 
off very sharply during the War and 
during the period that immediately 
succeeded the War. ‘The increase from 
1920/24 to 1925/29 was over 40%. 
Had there been no war, and had the 
world’s production increased 20% every 
five years, the production would have 
been as follows: 


1910/14 17,000,000 Tons 
1915/19 20,400,000 “ 
1920/24 24,500,000 “ 
1925/29 29,400,000 “ 


The present production is about five 
years behind this schedule. 

In 1922 the Cuban sugar crop was 
4,000,000 tons. Eight years _pre- 
viously, in 1914, it was 2,600,000 tons. 
So, under the influence of war-time 
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stimulus and very high prices, the 
Cuban crop expanded in eight years 
1,400,000 tons. But eight years before 
1914, 1.¢., in 1906, the Cuban crop was 
1,200,000 tons. ‘The expansion in the 
eight years preceding the War, without 
any extraordinary stimulus at all, was 
exactly the same as the war-time expan- 
sion—and if in the eight years succeed- 
ing 1922 the Cuban crop had expanded 
another 1,400,000 tons, the crop would 
have reached 5,400,000 tons, or 250,000 
tons more than the biggest crop ever 
taken off. However, had there been no 
artificial crop restriction, the Cuban 
crop at some time between 1926 and 
1930 would most certainly have been 
some 6,000,000 tons, and maybe more. 
As a matter of fact, Cuba could not 
have continued her expansion at the 
rate she was going from 1906 to 1914. 
Prior to 1912 Cuba was able to market 
her entire crop in the United States. 


Exports From Cusa To CountTRIES OTHER THAN 


THE U. S. 
1910/11 1,000 Tons 
1911/12 126,000 “ 
1912/13 $87,000 ™ 
1913/14 335,000“ 


The imports into the United States 
from non-preferential countries—Java, 
Europe, Brazil, Peru, Demerara, Santo 
Domingo, etc., were as follows: 


1904 609,000 Tons 
1905 590,000 “ 
1906 317,000 “ 
1907 324,000 “ 
1908 601,000 “ 
1909 198,000 “ 
1910 105,000 “ 
IgII 209,000 “ 
1912 83,000 “ 
1913 18,000 “ 


The big increase in 1908 was due to 
a short Cuban crop. 

As soon as the Cuban production 
got up to 2,500,000 tons, it was neces- 
sary for Cuba to find a market for 
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— hundred thousand tons outside 
f the United States. 





But people in the sugar business 
sht to realize that the world will 
ke just so much sugar, and, when 

duction exceeds the demand, dis- 
er is certain to result. As a matter 











f fact, sugar producers do not think 
‘this any more than do wheat raisers 
cotton growers. Before the War 
plantations in the eastern part 
f Cuba were landing sugar in New 
York at a cost of 134¢ a pound. The 
verage cost of developing a plantation, 
ry and field was about $15 a 
ac, or $100 a ton. With sugar 
ling at 21g@¢ c. & f., there was a 
profit of 14¢ a pound, or $1.50 a bag. 
is was 10% on the investment. 
figure of 134¢ a pound does not 
lude interest on borrowed money 
depreciation. Neither does it in- 
le profit from the sale of molasses 
from plantation stores. A 10% 
rn on capital invested was cer- 
inly not princely, but it was fairly 
sfactory. 
When sugar got down to 2¢, the 
ations in the western part of 
Cuba were in sore straits, but the 
new plantations in the Oriente were 
ill producing at a profit. 
When sugar sold at 234¢, as it did 
r several periods between 1902 and 
1914, plantations were making a 20% 
profit. Whenever this occurred, new 
capital was at once available for expan- 
ion, over-production soon resulted, 
and sugar, after princing it for a brief 
day, was a pauper again. 
The most profitable period of the 
igar industry in Cuba was during 
the years 1918 and 1919, when the entire 
p was bought at a fixed price by the 
United States Food Administration. 
The collapse in prices in 1920, and 
the decline in 1921 to 1.81¢ c. & f. 
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brought about a desperate financial 
crisis in Cuba. But the recovery was 
so quick that few took advantage of 
the high prices of 1923 and 1924 to 
pay off their debts and fortify their 
working capital position. With sugar 
selling at 5¢ or 6¢ a pound, the profits 
were fabulous, and outside capital 
poured into Cuba. The biggest crop 
Cuba ever had prior to 1925 was only 
about 4,000,000 tons. In 1923, 1924, 
and 1925 the crop was expanded to 
such a degree that undoubtedly at 
some time subsequent to 1926 over 
6,000,000 tons would have been made. 
It is conservative to say that more 
money was spent in Cuba in 1923, 
1924, and 1925 in expanding the sugar 
industry than was spent between the 
Spanish War and the World War. 
However, in the sixteen years that 
elapsed between 1898 and 1914 a large 
percentage of the money spent for 
expansion was reinvested profits, where- 
as it was quite different in 1923/25. 


Production Policies 


It may be asked, why were these 
huge amounts spent in those years? 
Could not investors have foreseen that 
over-production would most certainly 
result? What was Cuba going to 
do with a 6,000,000 ton crop? ‘They 
certainly did not expect to market 
any such quantity as that in the 
United States. Could they have be- 
lieved that Europe, with a thousand 
beet factories intact, was going to 
let Cuba supply her sugar require- 
ments? If the $200,000,000 or so 
that was expended in Cuba after 1922 
was spent in this belief, the basis 
for this vast expansion was certainly 
a mistaken one. 

A comparison between the world’s 
production in 1921/22 and 1924/25 
is as follows: 
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| i | 
| 1921/22 | 1924/25 | Increase 
Cuba.. 3,996,000) 5,126,000, 1,130,000 
Java.... 1,509,000} 1,977,000; 468,000 
Europe......| 3,984,000) 7,078,000) 3,094,000 
U. S. beets & 
cane.. 2,408,000) 2,924,000} 516,000 
Other coun-| 
tries... re 5,725,000) 6,499,000/ 774,000 
Total.. 17,622,000 23,604,000 5,982,000 





The Cuban crop had expanded in 
three years 1,130,000 tons, but the 
European crop had increased over 
3,000,000 tons. Since 1925 there has 
been another 1,000,000-ton increase 
in the Java crop, and 2,000,000 further 
increase in the European crop. The 
crops of the United States and Pos- 
sessions have increased about 200,000 
tons since 1925. 

From the above figures it is per- 
fectly evident that the expansion that 
has occurred since 1923 has _ been 
world-wide. The high prices of that 
year and the following, that induced 
Cuba to increase her crop so greatly, 
similarly stimulated production every- 
where. The expansion in the United 
States has not been unduly great, 
and it is not that that is the cause of 
Cuba’s plight. But the enormous in- 
crease in the European crop has de- 
prived Cuba of a market which she 
fondly imagined she had. Then of 
course the increase in the Java crop, 
due to the new cane variety P.O.J. 
2,878, increased supplies in the Far 
East to such an extent that Cuba 
could no longer hope to dispose of any 
quantity of sugar there and, further- 
more, was menaced with Javan com- 
petition in the European markets. 

Consumption is increasing all the 
time, and if production will only keep 
from running too far ahead of con- 
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sumption, more or less stability wil] 
result. When prices sink to a dis- 
astrously low level, expansion stops 
in every exporting country. Capital, 
which is so eager to engage in a good 
paying business, is exceedingly chary 
about having anything to do with an 
industry that is bankrupt. 

Investors in Cuban sugar securities 
have had a sorry time of it ever since 
1920, and particularly for the last 
four years. It will be a long time 
before outside investors can be inter- 
ested in the bonds or stocks of Cuban 
sugar companies. 

It is a very difficult thing to get 
farmers in a one-crop country to raise 
anything else. The wheat growers of 
the Northwest want neither to raise 
other crops nor to limit their acreage, 
and the same is true of the cotton grow- 
ers of the South. The Cubans have 
not wanted to raise anything but cane. 
Labor in Cuba is the highest paid of 
any tropical country, and one reason 
why wages have been so high in Cuba 
is because the cost of living there is 
so high, and this is the case because 
Cuba imports such a very large per- 
centage of her foodstuffs. During the 
calendar year 1927 Cuba imported the 
following foodstuffs: 


PONNINNG | «neice oda sane $ 5,803,304 
I a raed what ska oe misorls 4, 360, 732 
Condensed milk......... 5,104, 862 
J ee eee 842,829 
NOE: 6:6 cen pcdesiwemionts 1, 309, O15 
ere 2,680,132 
A rere re ee 15,238,977 

$35,339,851 


Thirty-five million dollars is a huge 
amount for Cuba to send out of the 
country every year to purchase articles 
that she could raise or produce profit- 
ably herself. A double purpose would 
be served if Cuba turned her atten- 
tion to diversifying her crops. The 
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t of living would be reduced, which 
uld enable laborers to live upon the 
wages which sugar plantations can af- 
rd to pay them, and much land that is 
w in cane could be put to other uses, 
ich would result in decreasing Cuba’s 
sugar crop to an amount that could be 
sposed of in her natural markets. 


What Is Over-production in Sugar? 


[he present tragically low price of 
igar is due to over-production. But 
hat is over-production? Obviously it 
t an increase in production, but an 
rease over and above the demand for 
nsumption, and the measure of over- 
duction is the increase in stocks. 
Dr. Albert Bartens, the Editor of 
Die Deutsche Zuckerindustrie, estimated 
world’s stocks on the Ist of Septem- 


as follows: (Czarnikow-Rionda, 


June 6th.) 
mber I, 1926 3,563,400 Tons 
I, 1927 3,775,600 
I, 1928 4,130,600 
I, 1929 4,761,900 = 
I, 1930 est. 4,590,200 


\ccording to this estimate, the world’s 
ks in four years have increased 
It 1,000,000 tons. With a world’s 

nsumption of 27,000,000 tons, this 
s than two weeks’ world’s consump- 

Lamborn’s world’s stocks are as 





c. & f. 

Price 

Oct. I 

er I, 1926 7,800,000 tons 2.88 
1, 1927 7,642,000 2.88 

I, 1928 8,160,000 2.16 

I, 1929 9,250,000 “ 2.31 

I, 1930 est. 8,665,000 “ 1.03 





he large difference between Lam- 
rn’s total and Dr. Bartens’ is due 


to Lamborn’s including stocks in Asia, 
Africa, and afloat. 

According to Lamborn’s estimate, 
stocks on the 1st of September this 
year would be 865,000 tons higher 
than four years ago. 

Prinsen Geerligs, in a paper sub- 
mitted to the Economic Council of the 
League of Nations, estimated the stocks 
in the principal countries of Europe 
and the United States on the 1st of 
September, and in Cuba and Java 
at the beginning of their crop, namely, 
January Ist and May Ist: 


1925/26 907,000 Tons 
1926/27 :,2%5,000 “ 
1927/28 I,252,000 
1928/29 1,346,000 
1929/30 2,046,000 


This shows an increase of 1,139,000 
tons in four years. These three au- 
thorities, while their figures are made 
up in different manners, all reach 
the same conclusion—that in the last 
four years world’s stocks have in- 
creased about a million tons, or about 
two weeks’ world’s consumption. ‘This 
seems a surprisingly small amount to 
justify such a terrific fall in prices. 
And if we examine the production 
figures for the various years in which 
the price of sugar has either declined 
or advanced violently, we shall find 
that it quite frequently happens that 
there is but little apparent justifica- 
tion, as far as figures are concerned, 
for these violent moves. 


1904/05 Production Decreased 782,000 Tons 
IQII/12 “i 1,079,000 
1922/23 Production Increased 710,000 


In 1904 sugar sold as low as 1.97¢, 
but by the early part of 1905 it advanced 
to 37¢¢, and yet production had only 
decreased 782,000 tons. In rgtt the 
low point was 2.06¢, and from that 
figure prices advanced to 4.60¢. Still 
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a decrease of 1,079,000 tons was quite 
considerable. In 1922 sugar was as 
low as 1.81¢, and by May, 1923, had 
advanced to 65¢¢, although production 
had actually increased in 1922/23 by 
710,000 tons. 

Now let us look at the production 
figures for the years of low prices: 


1901/02 Production Increased 1,289,000 Tons 


1906/07 558,000 
1912/13 ie sf 2,178,000 
1929/30 Production Decreased 434,000 


We can understand sugar going to 
1.56¢ in 1902, and to 2¢ in 1906, and 
to 17¢¢ in 1913, but it is very hard to 
explain, on a basis of production figures, 
a decline this year to 1.03¢. 

It is evident that the sugar market 
is very much influenced by increases 
or decreases in stocks that in them- 
selves appear to be trifling. Sugar 
is being produced somewhere in the 
world during every month of the year, 
and producers have been in the habit 
of disposing of their crops practically 
as made, or at least cleaning up before 
the next crop began. ‘This year, much 
to its distress, the Java Sugar Trust 
has not been able to sell the whole 
crop before grinding even started, as 
has been its custom in past years. 

Cuba carried over a stock of about 
95,000 tons of old-crop sugars into 
1904. ‘This was because of the Reci- 
procity Treaty, which went into effect 
on the 28th of December, 1903. But 


from 1904 to 1920 Cuba never had a 
carryover. At the end of 1920, Cuba 
had some 250,000 tons on hand, and 
at the end of 1921, 1,250,000 tons, 
In the last four or five years the ques- 
tion of carryover has been a most 
depressing market factor, and, this 
year, the fact that Cuba expects to 
carry over 1,500,000 tons of sugar 
into 1931 is responsible in a very 
great measure for the present depres- 
sion. The world never carries a supply 
of sugar big enough to take care of 
any sudden and great demand. The 
industry apparently lives from day to 
day. Consequently, if there is a crop 
failure in any important producing 
country, the increase in prices is not a 
moderate one, but a violent one— 
and if weather is favorable, and crops 
are big, the producers become panic- 
stricken, and buyers flee. 

The greatest misfortune that possibly 
can befall sugar producers is high prices. 
That inevitably provokes world-wide 
expansion, which very quickly results 
in over-production and in ruinous 
prices. These high prices would never 
occur if there were a reservoir on which 
to draw. But there never is. 

If eggs were marketed as sugar is, 
they’d sell for ro¢ a dozen in the spring 
and $1.50 a dozen in the winter. 
It is the fear of a carryover that 
makes sugar sometimes a Prince and 
sometimes a Pauper. 
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Cuba 

|, and 

tons, 

ques- 

mos YO man of means in any urban 
this N community of this country can 
ts to have escaped the flood of circulars 

sugar ntly let loose by banks and trust 
very npanies on the subject of trusteeing 


tates. Hundreds of thousands of 
llars have been spent in an effort 
induce men to preadminister their 
in an orderly way instead 
leaving lump sums of money to 
dumped indiscriminately into the 
of their heirs. Undoubtedly more 
effort, and trained intelligence 
been used for this purpose during 
ist five years than in all previous 


tes 


campaign of education has not 
in vain. At a convention of 
Trust Company division of the 
erican Bankers’ Association held 
lebruary, 1929, Vice-President Sis- 
of the Guaranty Trust Company 
New York made a report of progress 
1923 to 1928. The number of 
United States banks and trust 
mpanies were named as executor and 
in 1923 was 5,899. In 1928, 
number had increased to 44,375, 
tonishing gain of 652%. In other 
rds, the number of persons who have 
induced to leave their affairs 
ly or partly in the hands of trust 
anies has during this brief period 
multiplied seven and a half times. 
| the curve of increase shows a para- 
tendency to rise more and more 
ipidly. 
\luch as we respect the genius of 
modern publicity expert, we cannot 
fairness credit all this remarkable 
growth to the advertising business. 
ihe development of the trust idea is a 
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THE TRUSTEED ESTATE 
By CHARLES JENNEY 


natural symptom or, rather, result of 
a more settled civilization. It is the 
old family and the old community 
that make use of this method of per- 
petuating estates, rather than the pio- 
neer in the new country whose whole 
attention is absorbed by the mere 
acquisition of wealth. ‘The trust idea 
is more strongly entrenched in the 
East than in the Middle and Far West, 
just as it is accepted more generally 
in the Old England than in the New. 
As we grow into a more mature civiliza- 
tion we inevitably seek means for 
more permanently safeguarding our 
estates. ‘The conscientious man is real- 
izing that his whole duty to his family 
is not fulfilled with the accumulation 
of wealth; that, if possible, he should 
continue the protection of his imme- 
diate dependents, not merely up to the 
time of his death but throughout the 
period of his dependents’ necessity. 
And the adoption of the trust idea is 
the logical result of clear thinking 
in this direction. 


Objections to the Untrusteed Estate 


Two prime objections confront the 
inherited estate which is not held in 
trust: the danger of loss and the 
weight of responsibility on persons who 
may be and usually are unskilled in 
the handling of investments. 

The Ponzis and the Lindsays and the 
Franklin Syndicates constitute perhaps 
the most obvious source of danger. 
It is not so much that the men behind 
these flim-flam games are so unscrupu- 
lous and industrious as that they are 
so devilishly clever. Who is there of us 
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who does not know some man, even 
some good business man, who was 
inveigled into Ponzi’s scheme? The 
Franklin Syndicate, lacking even the 
flimsy semblance of justification which 
Ponzi gave to his plan, by merely 
offering the public 12% or 15 % a month 
interest on their money, continued to 
operate for several months at their ob- 
scure little one-room office in Brooklyn. 

Lindsay with his honest blue eyes 
and persuasive tongue victimized the 
widows of many wealthy New Yorkers. 
He would attend a rich man’s funeral, 
placing himself in such a position that 
the attention of the widow would be 
attracted to his strikingly handsome 
face and figure. After a proper time he 
would call upon her, representing him- 
self as one of a group of the deceased’s 
friends (Morgan, Lamont, et al.) who 
at luncheon that day had expressed a 
desire to do something for the widow of 
the man whom they all loved and 
admired. ‘The only way seemed to be 
to include her in one of those “‘inside”’ 
investments which are so enormously 
profitable but in which the outside 
public never participates. The rest of 
the story is obvious. When Lindsay 
was brought to trial, a number of 
women testified that he had secured 
large sums of their money for invest- 
ments which had not even the shadow 
of substance behind them. 

But it is not only from these crooks 
that we may expect disastrous losses. 
Now that ‘“‘the tumult and the shout- 
ing”’ which attended the stock crash of 
November, 1929, have somewhat died 
away and we stand about thoughtfully 
viewing the remains, certain striking 
features of the debacle emerge. Not 
the least appalling is this: that many 
conservative business men, acting on 
the advice of professedly conservative 
investment counselors, pyramided on 
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their stocks and even borrowed on their 
life insurance policies to buy stocks at 
the high level of September prices, 
Many of these men have suffered 
serious actual, not paper, losses. 

The vice-president of one of our 
largest banks was in August, 1929, solic. 
ited for life insurance.' His answer 
was, ““Why should I put money into 
life insurance when I can make such 
profits as the present market affords? 
I have just bought $5,000 worth of 
Wise Investors Trust stock and pyra- 
mided on it until I now hold certificates 
of over $20,000. Obviously that will 
make bigger profits for me than any life 
insurance company can show.” The 
significant point of this story is not 
that this bank executive was gambling 
in the stock market—he could afford 
to—but that he did not hesitate to tell 
about it to those who might take him 
as an example and that he failed to 
distinguish between market specula- 
tion and investment in the most con- 
servative of our financial institutions. 

A friend of mine who has more 
than ordinary intelligence bought, all 
through 1929 up to October, a con- 
siderable amount of Electric Bond and 
Share on margin. In so doing he 
followed the advice and example of a 
university professor who had a high 
reputation as a financial expert and 
whose personal investments had been 
uniformly successful. Before the crash 
my friend could have sold out for 
$100,000; by it he lost not only his 





1 The illustrative stories used in this article, while 
disguised as to names, tell of actual incidents that 
have either come under my personal observation or 
have been secured at first hand from reliable wit- 
nesses. They are not made up for my purpose or 
based on idle gossip. It should be made clear, how- 
ever, that these stories are not presented as being 
typical of the conditions which they serve to illus- 
trate. They merely show what can and does happen 
under these conditions, whereas they would be prac- 
tically impossible under others. 
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paper profits but practically all his 
avings of many years. 

[f such calamities can occur to men 

close contact with business, what 
chance has a woman, with little or no 
experience in investments, of maintain- 
ing without loss and over a considerable 
period of years an estate which rests 
entirely in her hands? If we add to 
the foregoing hazards the temptation 
that comes to every woman to spend 
for luxuries or give to impecunious 
relatives and friends, we realize the 
wisdom of some source of income 
beyond her independent control. 

So much for the danger of loss. The 
weight of responsibility is no_ less 
objectionable. Most men on whom 
has been urged the wisdom of trusteeing 
the whole or a part of their estates 
have come back with something like 
this: “You don’t know my wife. She 
can hold on to money a good deal 
better thanI can. I’d trust her before 
[ would myself.” What they don’t 
see until they have thought the thing 
through is that this trusteeing of their 
property is not a reflection on the 
wife’s judgment or good sense but a 
means of securing her continued com- 
rt and economic peace of mind. 
Suddenly deprived of counsel on which 
she has come to rely for the solution 
of her daily problems, she will have 
enough worries without this added one 

a great financial responsibility for 
which she has had scant training. Is 
it quite fair to treat a woman as the 
average man treats his wife? He 
studiously shields her from financial 
cares while he lives, then he shuffles 
off with the parting injunction: “Here, 
Mary, take all this money. Don’t 
lose it; don’t waste it; hold on to the 
principal and get your living out of 
the income. Of course you don’t know 
anything about all this but you must 


; 


| 
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do it just the same.” Thus is the 
motto on our national coinage carried 
to a reductio ad absurdum. 

This may seem like exaggeration. 
Is it? In spite of strenuous educa- 
tional campaigns by all old-line life 
insurance companies over the past ten 
or fifteen years, only a woefully small 
percentage of life insurance is payable 
in instalments. One of our large com- 
panies, which has stressed the use of 
income options, reports for the year 
ending October 31, 1929, that in only 
2,860 cases out of 72,000 policies 
written were any of the special settle- 
ment options called for. 


What Form of Trust Shall Be Used? 


Assuming that a man with a family 
should adopt some means of trusteeing 
his estate, how is he to do it? If he 
reads the literature from the banks 
and trust companies he will be inclined 
to put his faith in the corporate trust; 
if he asks the lawyer from whom he is 
accustomed to seek counsel he may be 
advised to use the individual trustee, 
either alone or in conjunction with a 
trust company; while his insurance 
adviser will very likely recommend the 
trust option in his life insurance poli- 
cies. The following discussion of the 
relative merits of these three methods 
is an attempt to assist pater familias 
to solve his problem. 


The Individual Trust 


The individual trustee may be lik- 
ened unto the absolute monarch or 
the little girl with the curl. When he 
is good he is the “ best ever,”’ but when 
he is bad he is impossible. At his best 
he takes a personal interest and injects 
into his solution of problems a human 
sympathy usually lacking in institu- 
tional service. He is free from the 
machinery of certain restrictive rules 
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such as trust companies impose upon 
themselves, rules which are designed 
for safety but often prove obstacles to 
prompt and profitable action. This 
freedom may enable him to achieve 
appreciation of capital far beyond any 
possible growth in a trust company 
or life insurance company. He will 
be more likely than the corporate 
trustee to reflect the predominant inter- 
est of the trustor in the original 
beneficiary rather than in contingent 
beneficiaries. Most men making pro- 
vision for their wives and children 
are fundamentally concerned with se- 
curing sufficient life incomes for their 
wives. The idea of continuing support 
of children, especially after they have 
grown to maturity, is of minor impor- 
tance. Yet there seems to be a general 
feeling that trust companies are prone 
to stress the preservation of capital 
funds even to the sacrifice of the 
original beneficiary. Furthermore, the 
individual trustee is free from the temp- 
tations of conflicting interests which 
assail the trust company, with its 
commercial department and financing 
corporation in close proximity to its 
trust department. In short, he can 
exercise his genius with a sympathy, 
freedom, and singleness of purpose 
impossible in any other form of 
trusteeship. 

All this is true if the individual 
trustee is a man of high character, 
energy, and investment ability. What 
if he is not? Augustus P. Loring in 
his excellent Trustee’s Handbook ex- 
presses the opinion that most trustees 
are selected not because of any such 
special fitness but through friendship 
or family relationship. Thus the short- 
comings of the individual expose the 
real weakness of this type of trustee. 
He may be lazy or indifferent to 
opportunities to be seized only through 


eternal vigilance; he may succumb to 
the temptation to use securities jp 
trust as collateral for personal loans; 
or, taking advantage of such a liberal] 
law as that of Massachusetts, he may 
invest in semi-speculative stocks with 
disastrous results. 

George A. Beane, lawyer, was ap. 
pointed guardian ad litem to check 
the securities in a certain Russell 
trust which was being handled by 
James Porter, a well-known trustee 
in Cincinnati. Beane met the trustee 
by appointment at the latter’s office. 
Porter had the securities piled up on his 
desk, not only those of the Russell 
trust but those of a number of others. 
Running through the piles of bonds and 
stock certificates he picked out certain 
ones as belonging to this trust. Since 
he was one of the ablest and most 
respected trustees in the city, Beane 
had no doubt as to the accuracy of the 
check. However, he pointed out to 
the judge the weakness of the system 
which in the hands of a less responsible 
trustee might lead to the use of securi- 
ties for his own benefit. The judge dis- 
approved of the method but has so far 
taken no steps to compel a change. 

The surprising impression made on 
the layman who reads Loring’s book is 
that it seems to be easy to get anybody 
into a trusteeship, but very difficult 
to get him out. Practically no qualifi- 
cations for office are specified; any 
one but a crook or a lunatic would 
seem eligible, provided the beneficiary 
desired his appointment. On the other 
hand, his removal is well-nigh im- 
possible, even at the request of the 
beneficiary, unless he commits some 
flagrant offense. Sins of omission, 
like neglect, seem to count for little; it 
is so easy to supply a plausible alibi. 
He can be required to make restitution 
if he violates the law, but his power to 
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do so may be limited by his personal 
wealth. 

Frank Watson, a resident of one of 
our large cities, died in 1926, leaving a 
considerable estate in trust to two 
unmarried middle-aged daughters. He 
chose as executor and trustee a personal 
friend who enjoyed an excellent repu- 
tation for integrity and financial ability. 
Two years later the trustee committed 
suicide. On examination of his affairs 
it was discovered that he had lost 
through speculation practically all of 
the funds entrusted to him. The in- 
come of the two sisters was entirely cut 
off. One of them died as a result of the 
shock and the other is being supported 
by collateral relatives. The trustee 
having left practically no estate, there 
is no redress in this case. 

Another real objection to the indi- 
vidual trustee is the difficulty in secur- 
ing a good one. This is also made 
clear by Mr. Loring’s analysis. The 
truly efficient trustee is such a com- 
posite of virtues and abilities that when 
you have found him you will probably 
find also that he is not willing to accept 
the trust, unless of course the estate 
be so large that he can afford to devote 
. considerable part of his time to it. 
\ $100,000 trust yielding $5,000 a year 
would allow a fee of $300, a paltry 
consideration to a really big man 
in return for the responsibility, the 
detailed labor, and the risk to his 
reputation and pocketbook which he is 

illed upon to assume. 

But finally, no matter how honest 

nd efficient the individual trustee 
may be, he is after all mortal. Within 
1 tew months of assuming the trust he 
may be succeeded by a man of decid- 
edly inferior qualifications. It is this 
the ught, perhaps more than any other, 
that gives us pause when we are 
tempted to select the individual trust. 
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John P. French was one of the ablest 
and most respected trustees in the 
city of Philadelphia. At his death 
a few years ago all of his trusts were 
turned over to his son. Up to that 
time his son had done nothing to cause 
distrust in the minds of the benefici- 
aries, but since then he has spent a 
considerable amount of time running 
about the world “wasting his sub- 
stance in riotous living.” Some of 
the trusts have been withdrawn from 
his charge, but he retains a considerable 
number of them. It is surprising how 
long-suffering some of the beneficiaries 
of our “‘old-family” trusts can be and 
how patiently they will submit to 
conditions they feel are not right 
rather than “make a fuss.” 


The Corporate Trust 


Against these drawbacks the corpo- 
rate trust can claim three distinct 
advantages: large financial responsi- 
bility, the collective judgment of a 
group of trained financiers, and a 
degree of permanence far and away 
ahead of that secured through one 
mortal man. ‘Trust companies have 
been required to make restitution when 
capital funds held in trust by them 
have depreciated beyond all reason; 
it is well that in such a case the ample 
resources of the company are available. 
The disaster in the Watson case above 
described would have been practically 
impossible in connection with any 
of our stronger banks. Furthermore, 
one cannot fail to be impressed by the 
soundness of the conference principle. 
The pooling of judgments in meetings 
of the investment board, while it may 
curb freedom of action which in some 
cases leads to marked capital growth, 
in the long run makes for security. 
And as to permanence one can feel 
comfortably reassured by reviewing 
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the history of our oldest and strongest 
banking institutions. 

On the other hand, the corporate 
trust suffers from certain weaknesses 
which, while not universal, are gen- 
eral enough to be fairly classed as 
characteristic. The first is the neces- 
sary delegation of authority in any 
large organization. It is quite pos- 
sible that your trust or mine, even 
though reposed in the strongest bank 
or trust company, may be handled 
in its personal contact by some imma- 
ture youth recently emerged from busi- 
ness school. In that case it might be 
better to have our affairs back in the 
hands of the more human individual 
trustee. 

John Thompson carried six accounts 
in one of the best-known American 
trust companies. Going there to nego- 
tiate a small loan he was turned over 
to such a youngster, who “clothed 
with a little brief authority” made 
himself so obnoxious to Mr. Thompson 
that the next day he withdrew all 
his accounts. ‘“‘ Now,” said Thompson, 
‘suppose I had left my estate with this 
trust company for the benefit of my 
wife and that she had met with a sim- 
ilar experience. She would never have 
gone back if she could have helped it, 
and all the advantages of contact 
with conservative counsel which I 
thought I had provided for her would 
have been lost.” 

This necessary delegation of contact 
duties is not, of course, confined to 
banks and trust companies. It is 
an insurmountable difficulty encoun- 
tered by all large service corporations, 
such as investment bankers, investment 
counselors, etc., growing out of small, 
intimate, personal business. 

Then, too, rigid economy in manage- 
ment, together with the necessity of 
handling a large number of trusts, 
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leads to standardized practice and 
possibly stagnation rather than to 
profitable manipulation of individual 
trust funds. It is obviously cheaper 
to leave things as they are than to 
maintain a constant search for improve- 
ment, and mass handling of huge vol- 
umes of trust funds may, through 
fear of upsetting the market, put 
upon the large trust company a re- 
straint to which the individual trustee 
would not be subject. 

Another objection to the corporate 
trust is the possible association between 
the trust department and the com- 
mercial and financing departments as 
conditions exist in most of our large 
banking institutions. To be sure some 
trust companies have no _ financing 
corporation, and one recently started in 
Boston has no entangling alliance with 
either financing or commercial banking. 
But in most cases the three branches are 
brought together under one head; and 
while interrelationship of any sinister 
character is vigorously denied, the 
possibility of it through reciprocal 
relations with other banks still remains 
a bugbear in the minds of many 
prospective trustors. 


Common Elements of the Individual and 
Corporate Trusts 


So much for the distinctive charac- 
teristics of individual and corporate 
trusts. They have much in common. 
In both there is the exercise of dis- 
cretionary power in the occasional use 
of principal, the forced contact between 
the beneficiary and conservative coun- 
selors, the possibility of substantial 
appreciation of principal, and the unifi- 
cation of all assets from whatever 
source they may come. These are 


all real advantages which, as we shall » 


see later, are not to be had under any 
form of life insurance settlement. No 
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‘nd can foresee accurately all possible 
future contingencies, hence the need 
of discretionary power when circum- 
stances alter cases. It is wholesome 
for a widow or single woman to be 
obliged to meet with some one whose 
leanings are towards conservatism in 
investments, even though the value 
of such contact be limited by the 
experience and personality of the ad- 
viser. It is well that capital funds 
should have an opportunity to grow, 
even if such opportunity is stalked 
by the ever-menacing danger of shrink- 
age. And it is clearly an advantage 
that proceeds of real estate, cash, 
stocks, bonds, and the yield of life 
insurance policies from a_ half-dozen 
different companies can all be poured 
into a single reservoir to produce one 
well-regulated stream of income. 

Against these pros must be set up a 
few cons. No individual or corporate 
trust guarantees either maintenance of 
capital funds or even the smallest 
minimum of income. Where funds 
are not pooled, but held in individual 
trusts, there is the possibility of serious 
shrinkage of principal and _ interest; 
yet, unless there has been definite and 
clear violation of the law of trustee- 
ship, no restitution is required. ‘The 
trustee can merely say, “I am sorry; 
| did the best I could; I simply guessed 
wrong.” And that absolves him, how- 
ever little it mitigates the sufferings of 
the beneficiary. 


The Life Insurance Trust Option 


This brings us to the third kind of 
trust, the interest option of life insur- 
ance contracts. The standard life 
insurance policy today contains four 
optional methods of settlement which 
may be prescribed by the insured or 
selected by the beneficiary in lieu of 

lump sum. The proceeds may be 


paid in equal instalments over a fixed 
period; or in fixed round-sum instal- 
ments for so long a period as principal 
and interest hold out, or in a life an- 
nuity to the original beneficiary; or the 
principal may be held by the company, 
and interest paid to original and con- 
tingent beneficiaries as long as desired. 
This last is known as the trust option 
and represents what we are here calling 
the life insurance trust. For instance, 
a man may prescribe that the proceeds 
of his life insurance or any part of it be 
left with the insurance company, the 
interest to be paid to his wife as long as 
she lives. The principal may then be 
divided equally among his children, 
each to receive the interest income 
until age 35 when he may have the 
option of taking the whole or any part 
of the principal. An indefinite number 
of variations of this plan may be made 
to suit the needs or fancies of the 
insured. 

The life insurance trust has little in 
common with the individual trust— 
nothing, in fact, except the general idea 
of investing money and doling out 
interest. It is more like the corporate 
trust in that it has a high degree of 
permanence (we might almost say 
immortality), large financial responsi- 
bility, and the advantage of collective 
judgment in investments. In all three 
of these important particulars it is even 
better off than the corporate trust. 

Investment men seem to agree that 
the life insurance companies have the 
best buyers of securities in the world. 
It is only natural that they should, 
since they have the largest volume of 
funds at stake and the largest means 
for the purchase of investment brains. 
A well-known life insurance company, 
not one of the largest, recently lost 
through death its treasurer who was 
head of the investment department. 
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To fill his place the company took as its 
new treasurer the vice-president of one 
of the biggest banks in New York City 
who had charge of its investments. 
And when it comes to safety and 
permanence of life insurance companies 
as against banks and trust companies 
the difference is even more marked. 
There have been over 4,400 failures 
of banks and trust companies in the 
United States during the past ten 
years. To be sure most of these were 
small institutions in the West or South, 
but there have been over twenty fail- 
ures in Massachusetts. Against this 
we have a record of only four failures 
of American old-line life insurance com- 
panies in the whole history of the 
business: the Charter Oak of Connecti- 
cut in 1886, the American of Phila- 
delphia in 1890, the Empire of Atlanta, 
and the Florida of Jacksonville in 1915. 
No Massachusetts company has ever 
failed; the old Charter Oak is the only 
one of the above that was allowed to do 
business in Massachusetts. This com- 
parison is in no way a reflection on our 
strong, seasoned banks and trust com- 
panies. It does, however, emphasize 
the need of choosing one’s bank with 
extreme care, whereas any old-line life 
insurance company permitted to do 
business under the laws of any of our 
progressive states (as, for instance, 
Massachusetts or New York) may from 
the point of view of safety be used with 
confidence. 


Disadvantages of the Life Insurance Trust 


The disadvantages of the life insur- 
ance trust as against the other two 
types have already been covered by 
implication. The most important one 
is the lack of flexibility. No discretion 
in use of principal can be exercised. 
The privilege may be reserved to the 
beneficiary to withdraw a part or all 
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of the principal at her request, but no 
restraining discretion on the part of 
the company can keep her from abusing 
this privilege. This is a very serious 
drawback. 
Suppose, for instance, that Mr. Jones, 
whose life insurance constitutes the 
bulk of his estate, ties up practically 
all of it under the trust option. Feel- 
ing, as he well may, that to allow his 
wife to use the principal at her dis- 
cretion would be to destroy all the 
benefit of his protective scheme, he 
leaves out any such provision. Things 
work nicely for several years, then one of 
the children is threatened with tubercu- 
losis. The doctors insist that only a 
sanatorium in Colorado can save this 
life. Here is a legitimate demand for 
capital funds, since the interest income 
is not adequate to meet such an 
emergency. Yet the insurance com- 
pany has no discretionary power and 
can do nothing. If the proceeds of 
the insurance were placed in a flexible 
trust, either individual or corporate, 
no such impasse could occur. 
There is practically no chance in 
the life insurance trust for that ad- 
visory contact that might be so val- 
uable to a woman tempted by wild-cat 
investments; furthermore, there is little 
or no chance for appreciation of princi- 
pal. A few companies provide for this 
in a measure through a special maturity 
dividend, but this would be small 
compared with the growth which a 
wise and painstaking individual trustee 
might produce. A recent case may be 
cited in which an individual trustee 
has during a period of twenty years 
increased the capital in one of his 
trusts from $50,000 to $5,000,000. 
This is a very exceptional case, of 
course, but it is safe to assume that a 
fifty to one hundred per cent growth 
in that period, while impossible under 
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a life insurance contract, would not be 
unusual among individual trusts. An- 
other drawback of the life insurance 
trust is that its benefits can be secured 
only through life insurance policies. 
Any one company will handle only 
the proceeds of its own contracts. 
Moreover there are special company 
rulings which may interfere with an in- 
sured’s fulfilment of his desires. Some 
companies will not permit the full 
advantages of the trust option on 
small policies or may limit them on 
contracts written before a certain date. 
The individual or corporate trust can 
serve as a unifying pool for all such 
sources of revenue. 


Advantages of the Life Insurance Trust 


Against these debits we can fairly 
align several advantages which are 
peculiar to the life insurance trust. 
First, it is a contractual relationship. 
Integrity of principal is absolutely 
guaranteed as well as a considerable 
part of the interest. A life insurance 
trust may be carried for forty or 
fifty years; at the end of that time the 
‘ompany must produce the principal 
100% or close its doors—not so with 
the trust company. 

Forty years ago Andrew Mason left 
$10,000 with the Gilbraltar Trust Com- 
pany for the benefit of his son, Peter, 
who was to receive the income there- 
irom as long as he lived. At Peter’s 
death the principal was to be divided 
equally among his children. He died 
in November, 1929, leaving two sons. 
In December one of the sons visited 
the trust company to get his share 
of the principal. There he found that 
the $10,000, instead of showing any 
appreciation over that forty-year pe- 
riod, had shrunk to $6,000. Such an 
occurrence is undoubtedly rare, but it 


oe 


would have been impossible with a 
legal-reserve life insurance company. 

As for interest, all life insurance 
companies guarantee at least 3%, a 
good many 334%, and one 44%. 
The 3% and 34% companies pay 
additional interest according to earn- 
ings, which brings the total returns 
up to 44% to 5%%, with most 
companies paying from 4.7% to 5%. 
This compares favorably with the re- 
sults of trust companies in dealing 
with widows’ funds, especially after 
the deduction of 6% of income for 
handling the trust. The figures giv- 
en for the life insurance companies 
are net, there being no charge for 
administration. 

Second, the fact that all funds are 
pooled makes for a stability not pos- 
sible with separate trusts, each com- 
posed of a relatively small number of 
units. Third, the life insurance trust 
can be established by partial payments. 
Whereas either of the two other kinds 
calls for the payment of the full capital 
value of the trust, this one is put into 
effect by a deposit of from two to five 
or six per cent, according to the age 
of the insured. Fourth, upon the 
maturity of the policy the trust be- 
comes operative immediately? and with- 
out the publicity that attaches to the 
probating of a will. And fifth, pro- 
ceeds of the policies are practically 
immune from the estate and inheritance 
taxes and administration expenses that 
gouge so deeply into most substantial 
estates. This is an advantage that 
cannot be too strongly emphasized. 
An estate of even moderate size suffers 





2 In fairness to the ordinary trust it should be said 
that the advantages of immediate operation and 
immunity from taxation can be secured through a 
living trust, provided the trustor puts it into effect a 
sufficient time before his death and provided also 
that he makes it irrevocable. 
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severely through estate and inheritance 
taxes and administration expenses. It 
is a fortunate estate that goes through 
to settlement with a loss of less than 
10%. Many that have been probated 
during the past ten years have shrunk 
as much as 30%. Not so with the 
life insurance contract. While the fed- 
eral estate-tax law limits the exemption 
on life insurance to $40,000, the 80% 
refund clause throws the great burden 
back onto the inheritance taxes of 
the various states, most of which 
exempt all life insurance payable to 
a specific beneficiary. 


Summary of Merits of the Three Forms 
of Trusts 


To sum up, then, the individual and 
corporate trusts provide personal coun- 
sel and discretionary restraint, greater 
flexibility, a better chance for apprecia- 
tion of principal, and the means of 
unifying all the various assets of an 
estate; the life insurance trust with 
its contractual relationship furnishes 
greater security and permanence with 
substantial saving in time and money 
at the period of transfer. 

What is a man to do? Having 
made up his mind to trustee his estate, 
which of the three methods shall he 
choose? 

It is obvious from the foregoing dis- 
cussion that no one of the three can 
claim all the advantages, and cer- 
tainly each has very definite limita- 
tions. Moreover there has been among 
proponents of each a tendency to 
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consider them as mutually exclusive. 
This is unfortunate. Would it not be 
saner to consider them as not antago- 
nistic but supplementary? What one 
lacks, the others provide. Why not 
secure the advantages of all three by 
a judicious combination? 

Let our pater familias use his real 
estate, stocks, bonds, mortgages, cash, 
and perhaps a part of his life insurance 
to establish an ordinary trust, naming 
some strong bank or trust company 
as trustee and some individual—either 
the beneficiary or some man? of integ- 
rity, ability, and human sympathy—as 
cotrustee. Then let him make the 
bulk of his life insurance payable under 
the trust option. He will thus have 
tied up his beneficiary to a salutary 
alliance with conservative counselors 
who combine the personal interest 
and initiative of the family friend 
with the security of the great corpora- 
tion, whose skill may be expected to 
produce a healthy growth of the uni- 
fied fund entrusted to their care 
and whose judgment will direct and 
control the use of principal in unfore- 
seen emergencies. At the same time 
he will, through his life insurance con- 
tracts, have preserved his estate from 
considerable shrinkage in transfer and 
nailed down in the most secure fashion 
a sufficient income to keep the wolf 
from the family door. 





%An able man of affairs who would be reluctant 
to accept full burden of an individual trust might well 
assume such joint responsibility with a bank having 
unlimited strength and full knowledge of all the 
regulations of trusteeship. 
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THE OUTLOOK FOR 


THE FIVE-YEAR PLAN 


By SAMUEL H. CROSS 


HE Soviet Five-year Plan is an 
outgrowth of the New Economic 
Policy adopted at Lenin’s instiga- 
tion in March, 1921. The essential 
aims of the NEP from its inception 
were the industrialization of Russia 
and the subjection of the whole national 
economy to a coherent and unified 
plan of evolution. This purpose arose 
‘rom the conviction that if, in the 
absence of a world revolution, the 
Soviet State is to hold its own against 
capitalist pressure, it must assure its 
independence by economic self-suffi- 
ciency, the establishment of which 
demands that Russia should cease to 
be a purely agricultural country and 
uld develop its industry to a point 
where a balance is reached between 
domestic foodstuff production and do- 
mestic output of manufactured prod- 
ucts. Though two Soviet government 
bureaus, the Supreme Economic Coun- 
cil and the State Planning Commission 
Gosplan), began work on a unified 
scheme of industrial development in the 
initial stages of the NEP, it was not 
ntil the fiscal year 1928-1929 thatsuch 
i project, the present Five-year Plan, 
was ratified and placed in effect. 

Even before the application of the 
Five-year Plan began, the Soviet Gov- 
ernment had registered notable prog- 
ess in industrial reconstruction. From 
he close of 1920, when industrial out- 
put, under the pressure of civil war and 

reign blockade, had sunk to 18 per 
ent of the pre-war figures, a process of 
ndustrial and financial reorganization 
was pursued which, with the restoration 
' labor discipline, brought aggregate 

duction practically back to pre-war 





normal by the close of 1927. This 
development proceeded at a natural 
tempo without undue strain on the 
national resources or untoward reaction 
on living standards. The adoption 
of the Five-year Plan, however, applied 
to the Soviet economy a new complex 
of strains and stresses which seriously 
compromise the success of the program 
undertaken. 

The operation of this Plan to date, as 
revealed by Soviet statistics and analy- 
ses, thus brings to light a series of 
startling defects and hazards. In the 
first place, disproportionate emphasis 
on heavy industry has cut down the 
allocations for increasing output of 
consumers’ goods, with the result that 
the Plan when completed will not have 
raised the Russian living standard 
appreciably. Second, in order to carry 
out the present exaggerated construc- 
tion program, industry receives in 
subsidies from the state budget twice as 
much as it pays in either as taxes or 
out of profits from the sale of its prod- 
ucts. Third, the precarious financial 
situation, caused by these excessive 
subsidies for construction, necessitates 
export at sacrifice prices of both grain 
and manufactured goods simply to 
realize quick cash, and thus contributes 
both to reducing the profits of industry 
and to stripping the domestic market of 
essential supplies. Fourth, the exag- 
gerated development of plant capacity 
far outstrips the present or prospective 
supply of technical specialists and skilled 
shop labor, and thus renders inevi- 
table both low-grade production and 
rapid depreciation of equipment. And, 
finally, undue emphasis on production 
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capacity has pushed into the back- 
ground problems of integration and 
efficiency in operation and distribution 
which must be solved before Soviet 
industry can operate on a rational 
basis. 

These defects are sufficiently critical 
to constitute a serious threat to the po- 
sition of the dominant wing of the 
Communist Party which, under the 
leadership of Stalin, has staked both 
its political strength and the economic 
future of Russia on the ruthless execu- 
tion of the Five-year Plan at all costs. 
The present study, derived entirely 
from Soviet materials, is intended to 
cast some light on the flaws in concep- 
tion and execution which make it 
likely that the Five-year Plan will bring 
upon Soviet Russia not only bitter 
disillusion but also new and pressing 
problems which will reveal the inherent 
weaknesses of the existing scheme of 
organization and development. 


Progress of Industry under the Five-year 
Plan 


On the basis of their utilitarian 
character, Russian industries are now 
divided for statistical and financial 
purposes into two classes according 
to the destination of their products: 
(A) means of production, 1.e., fuel, raw 
and semi-finished metals, instruments 
of transportation (automobiles, trac- 
tors), industrial and agricultural ma- 
chinery, structural materials, and fer- 
tilizers; and (B) articles of consumption 
closely related to personal needs, 1.¢., 
textile yarns and fabrics, hides (leathers 
and shoes), sugars, foodstuffs, clothing, 
and rubber goods. Since the Five- 
year Plan lays special emphasis on the 
development of Group A, there is 
abundant ground for the assumption 
that the plan, even if only moderately 
successful, will appreciably increase the 


productive capacity of Russian heavy 
industry, but will not greatly modify 
the present standard of living by mak. 
ing available to the masses an entirely 
adequate supply of the consumers’ 
goods classed in Group B. 

According to the latest official Soviet 
figures,! the total of Russian industrial 
production on the basis of pre-war 
prices attained, at the close of the 
fiscal year 1926-1927,? the sum of 
6.9 billion gold rubles, compared with 
the pre-war total of 6.4 billion rubles 
and thus exceeding the latter by 7 
per cent. The labor employed totalled 
2.84 million hands, or 98 per cent of the 
1913 industrial census. Though on 
the whole the six years intervening 
since the inception of the NEP had 
thus brought the general output of 
industry to the pre-war aggregate, 
grain production and the output in 
metallurgy and building materials were 
still considerably below this norm, 
and the consumption per head both in 
basic raw materials and in essential 
foodstuffs was still proportionately low: 
é.g.. pig-iron showing 66 per cent, 
wool fabrics 82 per cent, and granulated 
sugar 64 per cent of the 1913 per capita 
consumption figures. 

The fiscal year 1927-1928 saw in 
Group A industries an increase of 
production of 22 per cent over the 
previous year, while Group B industries 
increased their output 28 per cent. 
The enterprises of the first group 
actually exceeded the tempo of expan- 
sion planned for the year, with the 
result that some upward revision of the 
rate of development provided for suc- 
cessive years was regarded as practi- 
cable. Growth during 1928-1929 (the 





1 Vypolnenie Pyatiletnego Plana Promyshlennosti— 
Materialy k Dokladu V. V. Kuybysheva na XV! 
Sezde V KP(b), Moscow: Gosizdat, 1930. 

2 The Soviet fiscal year begins on October 1. 
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first year of the Five-year Plan) pro- 
ceeded on approximately the same 
curve, and aggregate Soviet industrial 
production at the close of the fiscal 
year 1929-1930 is estimated to have 
doubled quantitatively in comparison 
with the total attained in 1926-1927. 
In actual percentages per class of 
industry, this increase during the three- 
year period under review (October 1, 
1927-September 30, 1930) is estimated 
at 133 per cent for Class A and 86 per 
cent for Class B enterprises. 

On the following page is presented 
a table giving actual output of manu- 
factured products for the fiscal years 
1927-1928 and 1928-1929, together 
with estimates for 1929-1930, thus 
showing figures for the last year pre- 
ceding the inception of the Five-year 
*lan and the first two years of the 
latter. 


Capital Allocations to Industry: Shifting 
Emphasis in Construction Program 


The basis of such an increase in 
output is obviously a rising curve of 
capital investment in new construction. 
In the three years preceding the 
application of the Five-year Plan, the 
expenditure for such new construction 
aggregated only 18 per cent of a total 
capital outlay of 3.3 billion rubles. 
In the general total of expenditure 
provided by the Five-year Plan as a 
whole, 54 per cent is to be devoted 
to new construction, and the pro- 
portion runs even higher in Class A 
industry, for which 64 per cent of the 
total capital investment is to be devoted 
to new plants and their equipment. 
Uhe aggregate investment program un- 
cer the Five-year Plan foots up to 
8.5 billion rubles at the prices of 
-1928, or to 13.5 billions with 
correction for expected decrease in 
domestic production costs. 


18.5 
1927 
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In actual practice, the estimates 
for 1928-1929 were modified in some 
degree by the increase in capital allo- 
cations to certain branches of industry 
in Class A. The allocation to machin- 
ery construction was thus augmented 
by 62 per cent, to building materials 
13 per cent, and to raw metal production 
Il per cent over the original estimates. 
These increases were compensated in 
part by cuts on foodstuffs, footwear, 
and clothing. 

The cumbersome character of the 
administrative machinery regulating 
projects for any given year is well 
exemplified in this particular instance. 
The Plan for capital construction in 
1928-1929 was confirmed by the Su- 
preme Economic Council only at the 
beginning of 1929. Such a delay would 
not be so serious in so far as it concerns 
outdoor projects, on which work would 
necessarily be suspended during the 
winter season, but in this case it held 
up all contracts for construction mate- 
rials to a date which compromised 
timely deliveries. 

Within the first half of the fiscal 
year, less than a third (31 per cent) 
of the projected work was therefore 
carried out, and it was only through 
feverish efforts during the last quarter 
that even relatively satisfactory exe- 
cution of the plan was possible. Defi- 
ciency in specialist personnel and skilled 
labor was keenly felt. New construc- 
tion fell below the norm set by 17 
per cent in coal-mining, 8 per cent in 
the oil industry, and 33 per cent in 
miscellaneous metallurgy. ‘The general 
deficiency in Class A industries was 
made up in large degree by develop- 
ment exceeding the year’s plan in 
Class B industries except foodstuffs and 
salt. At the same time, however, 
relatively slight progress was made in 
reducing production costs with the 
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Output or Manuracturep Propucts 
Group A Unit 1927-1928 1928-1929 | 1929-1930 
Re addetesrvereevadiavescateatoervboren million tons 35.4 39.9 53.1 
i ites nd, wake on a pesinss wad nein conkiurce ee million tons 11.5 13.7 17.2 
ee, ee reer million tons 5.9 4.3 3.3 
Oe TE eee ee million tons 9 1.15 1.83 
IR cdl cihekes cc P oer owssees Kehoe beers million tons 3.3 4.01 5.5 
NN SORE ie iiss P65 er et ences million tons <a 4-71 6.3 
NEED WOGUNOEND 5555.5 hi ca tae ce kn ween million tons +.3 $7 4.9 
NG cada 6 ak cee bab esd eee See 1,000 tons 26.9 39.9 49-5 
ME died a's ide tc 24s wa PRA ORE RECARO E Cee 1,000 tons 4.3 <; 4-4 
ink ined sa ewes sama ebaie OAaaaa ee 1,000 tons %. 5.8 10.3 
FINN 4:5: sica to's 'g. pine Wor eb wine dS a 1,000 machines 12 3.25 Il. 
ID san on So-+-sduveceherein ban $abbedey 1,000 machines 8 1.9 14.9 
Be MN io ico os stv ensndasccdesanet million rubles 591.8 793-9 I, 300. 
en OER NE PIER million rubles 148.2 210 410. 
Electro-technical appl. ..........scccssssceees million rubles 176. 261. 492. 
rr oer reer billion pieces 1.8 2.9 §.1 
PE Ridtcetvndedeteesedlecaneiwrns Obata million kegs 12. 14.4 22. 
eee rer ee eer ere nt million rubles 640.9 8,839.9 1,939.7 
Building materials (incl. timber).............. million rubles 926.1 1,507.7 4,837. 
IN ss scande-cswuamkd vobyenca ee nneiod million rubles 98.4 84. 226.4 
PE hintaan kan wr kane on ta cement 1,000 tons 208 263.5 400.6 
OUND, conc ren cacvaaensdesaiestee 1,000 tons 150. 210 495. 
EE ccnviegtsdedparessxtackeskakawee 1,000 tons eae eee 130 
General basic chemistry...................... million rubles 65.1 132.1 211.6 
MR arodvnvecinecctuschwsdsnsbasebes 1,000 pieces 315. 168. 537 
PT PNG ica sieidvdeeacenseenameed 1,000 tons 61.3 416.4 521 
Pe II i iii den sine nie ced om ma million rubles 322. 94.9 165.4 
Group B 
RN MOM cick cua ek be OS eae chee eS nn rrr 350. 338 
SOM MAINES. 05 cot ws cds Dewesvenecueye million meters 2,695. 2,940. 2,870 
eee errr errr =: million meters 96.4 113.2 130.3 
Ds 5: 5.0 4nd cnohen eweeecs Canedpeee million meters 177.8 189.7 190. ! 
RP. cos cvacicseyiiaweseds kt saeeebeee million pieces 9.9 13.8 14.4 
nh cide aagernwcuneuesass ben beben million pieces 16. 20. 24.8 
ET Cre hpi eeu tsdiabe malas million pairs 23. 38.6 62 
LO. .s vsus hcvasenetsusseuedasen 1,000 tons 1,330. ee cee ee 
CO EY Pre rey cer eer rere oe 1,000 tons 620. 656. §25 
EE Oe een. billions 47.2 54-5 50 
Foodstuffs (exclusive of butter, fish, preserves)..| million rubles 1,113.9 1,127.8 1,102.1 
Ws dari asa. tury PER RES ER ANN ene Comore aE million rubles 60.8 78.9 102.8 
ES ET PO ee re ree | million rubles 301.6 546.6 1,007. 
Co ee ee ee million rubles 166.6 190.9 252.1 
Ne Oe III, 03 inc ha sddneees seansnen | million pairs 35.3 42. 48. 











result that, while expenditure coincided 
with the estimates set, construction was 
quantitatively lower than anticipated. 

During 1928-1929 a considerable 
number of new plants went into pro- 
duction, including two new coke bat- 
teries with a joint annual capacity 
of 820,000 metric tons, several new 
paper and cellulose plants, 450,000 
additional cotton spindles together with 


5,500 looms, and important supplements 
to the petroleum-refining facilities at 
Grozny. 

A striking deficiency in the year’s 
results appears in the failure to ad- 
vance production of chemical fertilizers. 
Apart from minor expansion of existing 
superphosphate plants and the con- 
struction of an insignificant number 
of phosphorite mills, little progress 
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been registered in this field. The 
ding program of the chemical in- 
lustrv is far behind schedule, and 
aportant new production centers could 
t be expected to constitute a valuable 
tor in Russian agriculture until the 


, we just concluded (1929-1930). 


The Pressure of Expanding Estimates 


Regardless of these unfavorable 
phases of Russian industrial evolution 
iring 1928-1929, the year’s results 
were, on the whole, considered sufh- 
iently encouraging to justify an expan- 
n of the basic estimates for 1929- 
1930 beyond the limits originally set 
by the Five-year Plan. A fundamental 
tive in this expansion was the desire 
intensify the application of Socialist 
thods to agriculture. ‘This process 
uld be speeded up only if a larger 
quantity of modern machinery and 
mplements were to be supplied to 
e collective farms, so that an increase 
the output of tractors, general 
agricultural machinery, chemical fer- 
tilizers and basic metallurgy was de- 
nanded. In consequence, the total 
estimate for capital expenditure during 
he year just ended was raised from 
2,331 million rubles to 3,960 million 
ibles (an increase of 69 per cent) 
which latter sum 3,470 rubles were 
be credited to heavy Class A 
industry. 
This increase signified that the outlay 
the year was to be raised above 
Five-year Plan estimates by 79 per cent 
r general metallurgy, by 100 per cent 
r electric power plants, and by 105 
r cent in the chemical industry. 
Such an advance could be carried 
through only at the expense of Class B 
ndustries, with the result that esti- 
allocations for textile manu- 
facturing were cut by 22 per cent, 
garment manufacture by 28 per 


mated 
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cent, and for foodstuffs by 19 per cent— 
all such reductions being likely to per- 
petuate the low current living standard. 

The figures for 1929-1930 were partic- 
ularly ambitious in that the total 
estimated capital outlay amounted to 
almost 2.5 times the estimates for 
the previous year, which had stood 
at 1,649 million rubles. The rela- 
tive share (or, as Russian statisti- 
cians express it, the “specific weight’’) 
of Class A industry in the total esti- 
mated outlay for the past fiscal year 
exceeds 87 per cent, and in this total, 
new construction was to absorb 38 
per cent as against 40 per cent for 
expansion and reconstruction. An ag- 
gregate of 229 new plants was sup- 
posed to go into production during 
1929-1930, representing a total cost of 
840 million rubles and concentrating, in 
order of initial construction cost, on 
tractors, raw textile fibers, building 
materials, basic metallurgy, and fuel 
(coal and peat). 


Execution Retarded in 1929-1930 


Owing to delay in formulating and 
approving detailed projects, the pre- 
vious two years had shown an average 
execution of estimates in the first six 
months of each fiscal year approximat- 
ing 33.5 per cent. It is therefore not 
surprising that, in view of the distinctly 
excessive increase in the tempo de- 
manded for 1929-1930, the recorded 
results of the first seven months of the 
past fiscal year should have registered 
performance of just under 31 per cent. 
The worst shortages occurred in the 
currently most essential industries, with 
steel showing performance in seven 
months of only 25 per cent, agricultural 
machinery only 26 per cent, and coke 
only 4 per cent of the annual expansion 
desired. 
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This hold-up was not due altogether 
to the faults of engineers and help on 
the ground, but in large degree, as 
admitted by Soviet critics themselves, 
to defects at the top. For example, 
fully one-half of all construction plans 
had not been checked and approved 
by April 1, 1930 (the habitual opening 
of the construction season), with the 
result that in some instances construc- 
tion was carried forward on the basis 
of faulty preliminary sketches. In 
other cases, because of late arrival of 
approved plans, requisitions for equip- 
ment could not be made up in time to 
assure delivery of essential supplies 
before the close of the building season. 
Shortage of structural materials and 
lack of initiative in transferring stocks 
where available were additional deter- 
rent factors. Indeed, up to June 1, 
1930, general progress was highly dis- 
appointing, though in consequence of 
the striking increase in estimates over 
1928-1929, the total capital investment 
for the first six months of 1929-1930 
amounted to 1,215 million rubles, as 
against only 620 million rubles for the 
same period of the previous fiscal year. 

A number of important industrial 
plants went into production during 
early 1930, including the Selmashstroi 
agricultural machinery plant at Rostov 
(Don), with an annual output valued at 
115 million rubles, the automobile 
assembly plant at Nizhni Novgorod, 
with an estimated annual output of 
15,000 cars, and the tractor plant at 
Stalingrad which is to supply at capac- 
ity 50,000 tractors per year. 

Detailed figures are not as yet avail- 
able for the whole of 1929-1930. While 
preliminary data indicated that the 
execution of the plan for the year just 
closed would lag somewhat behind 
schedule, latest reports assert that the 
actual aggregate output of industry was 
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5 per cent over the original estimates, 
Class B enterprises continued to show a 
rate of growth inferior to that of heavy 
industry, ‘and it is to be anticipated in 
any case that the discrepancies in con- 
struction progress among the various 
industrial branches will prove to have 
been appallingly large, and that this 
average hides an appreciable departure 
from the basic projects for the year. 


Burden of Industrial Expansion on 
Soviet Budget 


Soviet statisticians have estimated 
the total value of Russian industry 
in 1921 at 11 billion gold rubles, divided 
into 8.5 billions for plant and equipment 
and 2.5 billions for so-called “merchan- 
dise turnover fund,” apparently signi- 
fying operating capital. The same 
authorities declare that in the first 
seven years of the NEP (1921-1928) the 
total new investment in Russian indus- 
try aggregated 12.3 billion rubles, so 
that in this interval “the proletariat of 
the U. S. S. R. invested in Socialist 
industry a sum equivalent to the 
accumulations of Russian capitalism 
during the entire duration of its exis- 
tence.” While any valuation of Rus- 
sian industry as of 1921 on the basis of 
replacement costs alone must of neces- 
sity be nebulous in character, and apart 
from the fact that such a valuation 
leaves out of account items of reserves 
and surplus confiscated and dissipated 
during the Revolution or eliminated 
by currency depreciation, the expendi- 
ture of over 12 billion rubles derived al- 
most exclusively from earnings, exports, 
and taxation reflects an increasingly 
unhealthy drain on national resources 
and income which will continue as long 
as the present construction program 
remains in effect. 

Ever since the fiscal year 1925-1926, 
Soviet industry has received budgetary 
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ivances largely exceeding the amount 
‘t paid into the treasury. These sub- 
jdies from the state alone for the 
five years ending October 1, 1930, 
total approximately six billion rubles, 
f which over half represents allocations 
r the last fiscal year only. The func- 
tion of industry in state finance may 
be appreciated from the fact that its 
payments to the Treasury at present 
exceed 50 per cent of the latter’s 
ordinary receipts. For the past fiscal 
year, as against industrial contributions 
to the state budget of 1,802 million 
rubles, the state put into industry 
2,908 million rubles, showing an actual 
subsidy of 1,106 million rubles, to 
which must be added the proceeds of 
ans for the benefit of industry, ad- 
vances to cover export losses, and out- 
y for electrical construction, which 
bring the aggregate budgetary contri- 
bution to industry to some 1,800 million 
ubles over and above what income the 
state derives from industrial plants. 
Exclusive of construction costs, So- 
viet industry may theoretically be said 
to realize a profit on its operations. 
But since this net is simply turned back 
the state as an item of budgetary 
income, it remains an accounting fiction 
0 kk ng as the subsidies to industry 
are in practice equal to industrial 
receipts by the Treasury plus almost 
in equivalent amount advanced to 
industry by the Treasury out of the 
proceeds of other ordinary or extraor- 
linary resources. 


Labor Supply, Labor Efficiency, and 


Quality of Output 
So long as the means are forthcoming 
‘or these heavy subsidies, the realiza- 
tion of the Soviet program appears 


entirely possible so far as mere increase 


in industrial capacity is concerned. 
\part from problems of integration and 
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distribution, however, the utilization 
of the instruments of production thus 
created is hampered by two intimately 
related practical factors, o1z., labor 
supply and efficiency and the quality of 
output. 

The personnel problem is most keenly 
felt in the shortage of technical special- 
ists. On October 1, 1929, the total 
census of engineering and technical 
specialists (which figure includes 
university-trained engineers, mechanics 
with intermediate education, and 
factory-trained skilled operatives) 
amounted to 100,291 persons. Exist- 
ing industrial plants and transportation 
facilities required 114,000, so that a 
critical shortage was apparent. This 
deficiency was most patent in the 
matter of university-trained engineers, 
with regard to whom the supply was 
30 per cent below requirements. ‘The 
new industrial developments under the 
Five-year Plan demand an enormous 
increase in technical personnel but, 
according to Soviet figures, all existing 
technical schools will not graduate 
over 33 per cent of the increase required 
before the plan is completed. 

The situation is equally critical as 
regards foremen and other subordinate 
supervising employees. Existing train- 
ing-schools, even with forced programs 
and shortened courses, cannot turn out 
more than 70 per cent of the additional 
help needed, and the quality of training 
is bound to suffer because of the forced 
draft under which it is carriedon. It is 
thus clear that the caliber of the direct- 
ing elements in Soviet industry will be 
inferior long into the future. 

At the same time, a wide discrepancy 
exists between the performance of a 
skilled Russian workman under present 
conditions and that of a skilled Ameri- 
can or German operative. Testimony 
of foreign observers thoroughly familiar 


THE OUTLOOK FOR THE FIVE-YEAR PLAN 177 





176 HARVARD BUSINESS REVIEW 


with Russian industrial plants is unani- 
mous in emphasizing the abnormal 
deterioration of machinery in the latter 
under careless handling, and in viewing 
Russian labor as considerably more 
than 50 per cent below the standard of 
individual performance regarded as nor- 
mal in corresponding American shops. 
The Soviet authorities are themselves 
conversant with this weakness, and 
are making strenuous efforts to improve 
labor discipline by the stimulus of 
competition provided by the so-called 
“‘shock-troops”’ of Communist workers 
eager to elevate the standard of individ- 
ual efficiency. 

Unfortunately, however, this empha- 
sis on increased production has resulted 
in qualitative deficiency of output. 
By the admission of the Soviet authori- 
ties themselves, the quality of industrial 
products has not only not improved, 
but has actually deteriorated during 
the last two years. In one group of 
steel plants, the rejections on deliveries 
of galvanized sheets during 1929-1930 
ran as high as three per cent; tolerances 
on height of rail profiles rose to two 
centimeters. Similar complaints are 
recorded on coal-picking, agricultural 
implements, structural materials (lum- 
ber and cement), and more particularly 
with regard to textile fabrics and 
the output of the garment trades. 
The persistence of low-quality output 
may be attributed in equal measure 
to unskilled labor and to the lack of 
trained and earnest inspecting per- 
sonnel. Indeed, the factors producing 
this situation are too deeply set to be 
eradicated merely by the resolutions 
of party congresses and the critiques 
of statisticians. 


Precarious Economic Balance 


It is equally clear that even an 
industrialized Russia, despite the pres- 


ent Communist aim at a marketles; 
and crisisless economy, will be slow 
to emancipate itself from certain eco. 
nomic handicaps inherent in the present 
scheme of development. For the time 
being, the Russian domestic marke; 
is stripped of manufactured products 
in consequence of deficient domestic 
production coupled with forced exports 
and a high protective tariff. Even 
if an approximate balance between 
supply and demand were ultimately 
reached in manufactures, such a balance 
in foodstuffs would be almost impossible 
of attainment. 

Far from being a grain-exporting 
country, pre-war Russia, in order to 
have fed its population adequately, 
should actually have imported a supple- 
mentary grain supply equal to 25 per 
cent of its domestic production. With 
population at the pre-war level and 
production of farm products at the 
pre-war rate, this fact implies that the 
present grain output ought to be raised 
by 25 per cent if the population as a 
whole is to be adequately fed. If the 
living standard rises, the Soviets will 
thus either be forced to elevate grain 
production to a point where good 
harvests will provide a carryover for 
lean years, or else to build up a cash 
reserve to purchase grain abroad. In 
the absence of such natural or cash 
resources, the Soviet Union, even if 
perfectly industrialized and with all 
farms collectivized, would still be inter- 
mittently obliged to stimulate exports 
for the purpose of compensating crop 
shortages, and would therefore persist 
as a disturbing factor in international 
grain and merchandise markets. It is 
thus practicaily impossible for the 
Soviet economy to emancipate itsel! 
from contact with world prices and 
commercial trends. 

At the present time, since export 
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riginates predominantly from 
state collective farms, while peas- 
not as yet affiliated with the 
lectives receive unfavorable prices 
for what grain they sell, this situation 
in decreased purchasing power 
ng the peasants, and thus delays 
the establishment of the equilibrium 
between agricultural and industrial pro- 
duction which is the basic aim of the 
Socialist economy. Indeed, so long 
as industry requires more money from 
Treasury than it pays into the 
latter, any progress toward such an 
equilibrium is impossible because, in 
the absence of foreign credits, cash 
can be secured only by the export 
of foodstuffs and manufactures with- 
drawn from domestic distribution, so 
that the supply of staples remains 
permanently deficient. 


Conclusion 


The terms success or failure as 
applied to the ultimate outcome of 
the Five-year Plan are obviously of 
hardly more than relative significance. 
From a purely altruistic concern for 

living conditions of the Russian 


masses, we are justified in devoutly 
hoping that it will actually lead to the 
Utopia which its proponents have 
promised it would bring forth. Judged 


on its record to date, however, the 
Five-year Plan bids fair to compli- 
cate rather than simplify the problems 
which beset the Soviet Government. 
By 1933, the Soviets will indeed have 
greatly increased their electric-power 
lacilities, but they will also be pos- 
sessed of an immense and undigested 


agglomerate of new industrial pro- 
duction capacity undermanned as to 
both technical staff and shop labor, 
and therefore characterized by low- 
grade output. Depreciation of equip- 
ment will continue to be abnormally 
large because of improper handling 
by untrained help. Maintenance and 
replacement expense will accordingly 
remain high. Actual profits to the 
Soviet Treasury will be proportionately 
restricted. According even to Soviet 
figures, the output of consumers’ goods 
(regardless of quality) will not be 
quantitatively sufficient to place even 
common necessities on the market 
in the volume required to supply 
the population with even a relative 
degree of adequacy. It is improbable 
that production costs can be sufficiently 
reduced in the next two years to wipe 
out the disparity between present prices 
on manufactures and those on agri- 
cultural products. Unless the collec- 
tive farm program is either realized 
in its entirety or replaced by an efficient 
system which encourages the peasant 
to increase his acreage, there is little 
prospect for establishing a_ balance 
between agricultural and industrial pro- 
duction. In short, since the termina- 
tion of the present five-year period 
will not be marked by any appreciable 
alleviation of the unenviable lot of 
the Russian masses, it is unlikely that 
the intelligent and progressive elements 
in the Communist Party can be blinded 
much longer to the facts which make 
the current ruthless policy of indus- 
trialization a painful investment for 
an impoverished nation. 
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DEPARTMENT STORE RENTALS. I 
By MALCOLM P. MCNAIR 


N the reports of the Harvard 

Bureau of Business Research on 

margins, expenses and profits in 
department stores during the last few 
years, the fact has been emphasized 
that the expense ratio has been rising 
more rapidly than the gross margin, 
with the result that net profit as a 
percentage of sales has tended to 
decline. During this period rent has 
been one of the expenses to show a 
consistent increase in ratio to sales. 
At the same time, reports of observers 
in close touch with the management 
and leasing of business property in 
large cities have repeatedly indicated 
that current leases and renewals on 
property to be used for retail store 
purposes are being made at continually 
higher figures. For these reasons it 
has seemed desirable to undertake 
some further analysis of rental expense 
in relation to other department store 
operating ratios, with a view to deter- 
mining whether there is any present 
evidence of impending changes in con- 
ditions affecting the future of large- 
scale downtown retail enterprises of 
the department store type.’ 


Department Store Rental Trends 


The trend of rent expense in depart- 
ment stores for the past three years, 
as well as the trends of total expense, 
gross margin, and net profit, is indi- 
cated by the common figures in Table 1. 





1 The funds to defray the expenses of the tabula- 
tions necessary for this study were provided in part 
by the Jemison Companies, real estate brokers of 
Birmingham, Alabama, and in part from the income 
of the Shaw Fund for Business Research, established 
by Mr. A. W. Shaw in 1927. 
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The gross margin figures in this table 
represent the entire difference between 
net sales and the net cost of sales, 
the latter figure including freight and 
express inward, alteration costs, and 
losses from shortages and merchandise 
depreciation; in the gross margin figures 
also are included earnings in the form 
of cash discounts on purchases. The 
total expense percentages include an 
adjustment charge for interest on owned 
capital. Consequently, the net profit 
figures represent profit in the narrower 
sense of a return over and above 
interest on investment. The net gain 
figure includes the element of interest 
on investment and is substantially 
equivalent to what the business man 
ordinarily thinks of as profit. This 
figure, it will be noted, is expressed 
both as a percentage of net sales and 
as a percentage of net worth, or 
invested capital. The rate of stock- 
turn was determined in each instance 
by dividing the net cost of merchandise 
sold by the average inventory at cost. 

With regard to the composition of 
the rent expense figures, it should be 
pointed out that whether buildings 
were owned or leased the rent charge 
covered not only rentals actually paid 
but also other payments made in lieu 
of rent, such as taxes, repairs, insurance, 
depreciation on buildings, and amor- 
tization of leaseholds. In the case of 
owned property, equivalent figures were 


built up on the basis of estimates of 


3 


rental values. Consequently these rent 
expense figures really comprise three 
elements: (1) site rent, (2) interest 
on investment in buildings, and (3) 
insurance, repairs, taxes, and other 
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TABLE 1. OPERATING RESULTS FOR 1926, 1927, AND 1928+ 
Net Sales = 100% 

Department Stores with Department Stores with 

Sales under $1,000,000 Sales over $1,000,000 

1926 1927 1928 1926 1927 1928 

Number of firms io ae » 284 328 251 163 180 162 
Gross margin 28.9% | 29.7% |29.6% 32.6% | 33.1% 33.2% 
2.7% 2.8% | 3.0% 3.2% 3.4% 3.7% 

ther expense. 26.0 26.7 (26.8 27.4 28.0 28.0 
tal expense ar re ...+| 28.7% | 29.5% |29.8% 30.3% | 31.4% 31.7% 
profit hie .| 0.2% 0.2% | 0.2%**| 2.3% 1.7% 1.5% 

net gain: 

rcentage of net sales ss 3.3% | 2.7% . 4.4% 4.5% 
rcentage of net worth “ 7.2% | 6.4% ° 10.5% 9.7% 

tock-turn (times a year). | 2.6 3.5 2.5 2.9 4.7 3.9 

er sq. ft. total space... $.42 $.40 | $.40 $.70 | $.75 $.80 





stores in 1926,"" Table 3, page 4, and text, page 


Bulletin No. 74, ‘‘Operating Expenses of 


ird Bureau of Business Research, Bulletin No. 63, ee Expenses of Department Stores and Departmentized 
73 


able 4, page III. 


t Stores and Departmentized Specialty Stores in 1927,"’ Table 19, page 24, and text, page 25; Table 5, page 7, and 
Bulletin No. 78, ‘Operating Expenses of Department Stores and Departmentized Specialty Stores in 1928,” 
page 28, and text, page 29; Table 5, page 7, and text, page 9. 


not computed. 


ar ‘landlord’? expenses. Unfortu- 

it did not prove possible to 

lisentangle effectively these three 
elements. 

lable 1 indicates that rent per square 

of total space for department 

res with sales over $1,000,000 in- 

ased from 70 cents in 1926 to 80 

in 1928, and at the same time, 

as a percentage of net sales 

eased from 3.2% to 3.7%.” For 

department stores with sales below 


$1,000,000, however, the typical figure 


rent per square foot of total space 
ained practically constant through 
three years, while rent as a per- 
tage of sales for this group increased 
2.7% to 3.0%. At the same time 
ratios of net profit to net sales and 
tal net gain to net worth for both 

e groups of stores showed a declin- 

ng tendency. In interpreting the data 
this table it should be borne in 
ind that typical department stores 


with sales over $1,000,000 had an 
increase in sales of 0.5% in 1928 as 
compared with 1927, and an increase 
of 0.6% in 1927 as compared with 
1926. On the other hand, department 
stores with sales under $1,000,000 typi- 
cally showed a decline in sales of 1.4% 
in 1928, as compared with 1927, and a 
decrease of 3.0% in 1927 as compared 
with 1926. 

For the purpose of further study of 
rental data in relation to other operat- 
ing ratios a selection was made, among 
the stores reporting to the Harvard 
Bureau of Business Research in 1928, 
of 104 department stores with sales over 
$1,000,000 and 107 department stores 
with sales under $1,000,000. ‘These 
firms were selected on the basis of 
adequacy and apparent reliability of 
information furnished. It was first 
necessary to determine whether the 
rental expense figures of these stores 
were fully comparable notwithstanding 


lotal space includes all usable space occupied by differences in the conditions under 
e whether for selling or nonselling departments. which they occupied realestate. Some 
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of these stores leased their entire 
properties, others owned all the prop- 
erty used in their operations, and 
still others owned part and leased part. 
A tabulation of rental expense figures 
for these three groups of firms, sub- 
divided according to the volume of 
sales, revealed no substantial differences 
in their rent expense ratios.* 





3On the form used by the Harvard Bureau of 
Business Research to obtain operating reports from 
department stores, every effort is made to obtain 
comparable rental expense figures. Note, for in- 
stance, the following checking questions. 
Did you own all........ eee ee . 
or none........ of the real estate used in 
your business in 1927? 
Rent on Leased Real Estate: 

What annual rent did you pay in 1927 


Did you in addition pay any taxes, in- 
surance, or repairs on this leased real 


If so what was the amount of these items: 


Taxes on leased real estate.......... SS 
Repairs on leased real estate........ its'ac exe 
Insurance on leased real estate...... Ry avaeata 


Are these amounts included in your 
entry for Rent of Leased Buildings?..... 
Are these real estate charges (on leased 
real estate) excluded from your general 
entries on the Profit and Loss State- 
ment for: 


PN od Pi wdit was ee ei rete 
RNR 85 ao pad gas date pea gs 
Rent on Owned Real Estate: 
What do you consider would have been a 
fair rental charge in 1927 for the real 
estate you owned and used in the busi- 
MOI 4. > drut os a caeticaa cata Calan, Gk een a a shanna 
What amount did you receive for rent of 
owned real estate not used in the 


ste ween 


et TL ee ee 2 oe, Serres 
Expenses incurred on owned real estate: 
Taxes on owned real estate......... | 
Interest on mortgages on owned real 
IID 5 voice cs te eras yan es . ce 
Insurance on owned real estate...... $........ 
Repairs on owned real estate....... a Serre 


Depreciation on owned real estate... $........ 
Are these expenses on owned real estate 
excluded from your general entries on 
the Profit and Loss Statement for: 
Interest Paid on Borrowed Capital. . 
SS ERROR PR OE ONE 
MN i 50a 5am dewey Vib wee a man 
SPAN. ic as os ikovevereianes 
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Highest Rentals in the Large Stores 


The first tabulation of the 1928 
operating ratios for these 211 stores 
was made on the basis of a grouping 
according to sales volume. The com- 
mon figures resulting from this tabula- 
tion are shown in Table 2. 

The data in Table 2 indicate notably 
higher rentals per square foot for stores 
with large sales volume, the range being 
from a common figure of 32 cents per 
square foot for stores with sales less 
than $250,000 in 1928 to $1.18 per 
square foot for stores with sales over 
$10,000,000. At the same time, there 
was also a general tendency for rent 
expense as a percentage of net sales 
to be higher for the larger stores, 
the range being from 2.5% of net sales 
for those stores with sales less than 
$250,000 to 3.9% for the stores with 
sales over $10,000,000. Gross margin 
as a percentage of sales tended to be 
higher for the firms with larger sales 
volume, and the total expense ratio 
was somewhat irregularly higher for 
the larger firms. It may also be noted 
that for the larger stores rental expense 
typically constituted a larger proportion 
of total expense than was the case for 
the smaller firms. Net profit was high- 
est as a percentage of sales for firms 
with sales of $10,000,000 and over. 
Likewise total net gain, both as a 
percentage of net sales and as a per- 
centage of net worth, was least for 
the stores with sales less than $250,000 
and highest for the stores with sales 
of $10,000,000 and over. The rate of 
stock-turn varied from a low point 
of 2.2 times for the group of stores 
with the smallest sales volume to a high 
point of 4.6 times for the stores with 
sales over $10,000,000. For the same 
two groups of stores, sales per square 
foot of total space varied from a low 
point of $12.90 to a high point of $30. 
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TABLE 2. 
1928, Groupep AccorpDING To VOLUME oF SALES 
Net Sales = 100% 
Volume of Sales 
j | | 
| Less than |$250,000—-| $500, 000—' $1 ,000 ,000—' $2 ,000 ,000—| $4 , 000 ,000—| $10 ,000 , 000 
| $250,000 | $499,000 | $999,000 | $1,999,000 | $3,999,000 | $9,999,000| and over 
i } | | ' 
Number of firmS......se+eeees , 45 27 35 27 29 28 20 
Gro6S MATZIN...- eee ee ee eeeeeees 27.6% 30.0% 32.2% 32.0% 33.5% 34.3% 34.6% 
Total salaries and wages.......... 15.3% we Sg 17.2% 16.7% 16.8% 16.6% 16.6% 
Rentals... .cccccsccvcccssoreses 2.5 2. 3.3 oe 3.7 3-5 3.9 
Advertising jai winless 2.0 2.4 2.8 2.8 a3 3.2 $.2 
ee PTT ETE CCT 2.7 2.6 2.3 2.1 2.1 2.0 5.9 
All other expenses........... $.3 6.1 6.6 6.0 6.5 7.5 6.2 
Total expense........+-- ‘ 27.6% 29.8% 32.2% 30.7% 32.2% 32.8% 31.6% 
Net profit... ..ccsceccves ‘| 0.0% 0.2% 0.0% -3% 1.3% 1.5% 3.0% 
Total net gain: 
Percentage of net sales.........| 2.7% 3.0% 3-3% 4.0% 4.7% 4.4% 6.3% 
Percentage of net worth... 6.0% | 6.6% 8.3% 9.9% 9.1% 10.0% | 13.0% 
Stock-turn (times a year)......... 2.2 2.4 3.3 3.6 > 5 3.9 4.6 
Rent per sq. ft. total space...... |$ .32 S 38 .: .a0 $ .60 oS 9a $ .o1 $ 1.18 
Sales per sq. ft. total space....... $12.90 $13.40 $15.20 $19.60 $19.55 $26.20 $30.00 














If these figures may be taken as 
representative, it seems clear that in 
928, at least, department stores with 
relatively large sales volume were not 
handicapped in their profit showing 
although they paid distinctly higher 
rentals per square foot and had rental 
expense amounting to a higher per- 
centage of net sales than was the case 
stores of lower sales volume. 
This more favorable profit showing, 
however, was primarily traceable to the 
higher gross margin of these larger 


cT 


— 


with 


res, 


Relation of Rent to Stock-turn 


In Table 3 are shown figures for the 
same 211 department stores grouped 
according to their rates of stock-turn, 
as determined on the basis of average 
cost inventories at the beginning and 
end of the year divided into the cost 
of merchandise sold. Here, because 

marked differences in the scale of 

perations between large and small 

res, the comparison is presented for 
two divisions, stores with sales under 
$1,000,000 and stores with sales over 
$1,000,000. As shown by the figures in 


this table, rent per square foot of total 
space tended to be higher for the stores 
with greater rapidity of stock-turn. 
Rent as a percentage of net sales, how- 
ever, exhibited relatively little varia- 
tion. For the general division of stores 
with sales under $1,000,000, rentals were 
2.8% of sales for those turning their 
stock 3 times or more, and 2.6 % for those 
with stock-turn below 3 times annually. 
In the division with the sales over 
$1,000,000, rent was 3.3% of sales for 
those with stock-turn between 3.5 and 
4.4 times, as compared with common 
figures of 3.5% and 3.6% for the stores 
below and above the middle stock-turn 
group. If the figures in this table are 
representative, it appears that stores 
achieving a relatively rapid rate of stock- 
turn tend to hold rental expense at a 
nearly constant percentage of net sales 
in the face of higher rent per square foot. 
As shown in this table, sales per square 
foot tended to be higher for the firms 
with the fastest stock-turn. 

It is interesting to note that for both 
these divisions of department stores, 
gross margin manifested no definite 
relation to the rate of stock-turn, 
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TABLE 3. 
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1928, Grouprep AccorpING To Rate oF STOCK-TURN 
Net Sales = 100% 























Department Stores under Department Stores i” 
$1,000,000 $1,000,000 
Stock-turn times a year Stock-turn times a year 
Less than | 2.0- 3.0 | Lessthan| 3.5- 4.5 
2.0 2.9 /|and over 3.5 4-4 | and over 
gg er ere | 27 46 34 41 29 34 
Gross margin....................--...+| 29.8% | 29.8% | 30.0% | 33.8% | 33.4% | 33.4% 
Total salaries and wages................ | 16.9% | 16.0% | 15.5% 17.1% 16.6% | 16.3% 
REESE OT | 2.6 2.6 2.8 3-5 3-3 3.6 
Ce eS 2.4 2.4 2.3 3.1 3.0 3.1 
EE Pr Re er ee $.5 2.6 1.9 2.3 1.9 1.6 
Fee NE io in no vise kcneae ances | 2.5 6.1 6.1 6.8 6.8 6.3 
ed cncciuctensennescaanied | 30.9% | 29.7% | 28.6% | 32.8% | 31.6% | 30.9% 
Gian d.na hha ndedoh he weno we Loss1.1% | 0.1% | 1.4% 1.0% 1.8% | 2.5% 
Total net gain: | 
Percentage of net sales................ | 2.1% | 3.0% | 3.6% 4.0% 4-4% | 6.1% 
Percentage of net worth...............! 3-5% | 7-3% | 9-4% 7:9% | 10.5% | 13.5% 
Stock-turn (times a year)............... ! Pe 3.6 3.0 3.9 ¢.9 
Rent per sq. ft. total space..............| $ .33 |$ .35 |$ .46 |$ .68 |$ .88 [$ .95 
Sales per sq. ft. total space.............. $12.45 ($13.55 ($16.60 | $19.20 ($26.65 ($26.75 




















although, in keeping with the relation- 
ship shown in Table 2, the gross margin 
figure was distinctly higher for the 
stores with sales over $1,000,000 than 
for the smaller department stores. 
Total expense, on the other hand, 
tended to be substantially lower for the 
firms turning their stock relatively 
rapidly, and consequently the net profit 
and net gain of these firms were dis- 
tinctly more favorable. 


Rent Percentages Highest in Large 
Cities 

Table 4 presents the results of a 
tabulation of operating ratios for the 
211 stores grouped according to the 
size of the cities in which they were 
located, the broad major division being 
maintained between firms with sales 
over $1,000,000 and those with sales 
under $1,000,000. As might be ex- 
pected, rent per square foot for firms 
with sales less than $1,000,000 was 


lowest in the small cities and highest 
in the large cities; at the same time, 
rent as a percentage of sales was lowest 
in the small cities and highest in the 
large cities. Sales per square foot also 
were lowest in the small cities and 
highest in the large cities. 

For the stores with sales below 
$1,000,000, gross margin was highest 
for the firms in cities with population of 
25,000 or over. This also was true of 
total expense; there was a difference of 
4.6% of sales between the total expense 
of stores in cities with population less 
than 10,000 and the total expense of 
stores in cities with population of 
25,000 or over. This difference in 
total expense, it may be noted, was 
much greater than the difference in the 
rental expense percentage. The prin- 
cipal other items of expense which were 
higher for stores with sales under 
$1,000,000 in cities with population 
over 25,000 were total salaries and 
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TABLE 4. 
IN 1928, Groupep Accorp1NG To S1zE or City 
Net Sales = 100% 
Department Stores under Department Stores over 
$1,000,000 $1,000,000 
Population Population 
| 
| | 
| Less than | 10,000-| 25,000 | Less than |100,000-| 250,000 
10,000 | 24,900 |andover| 100,000 | 249,000] and over 
— | : 
Number of G0M6: «05.0 s5co0enntiscdesaees 40 26 | 4! 38 27 | 39 
Gross margin. . 27.4% 30.0% | 31.9% 33.1% 33-1% | 34.4% 
Total salaries and wages........... peel 15.3% 16.0% | 17.0% 16.9% 16.3% | 16.8% 
Rentals... ...scssnncnavertacas ateesaeaeol | 2.2 | 2.7 3-3 3.2 . 5 3.8 
AAWeeRA.. 6:0 :<90564 05Rm eS Se een ; 1.8 | 2.1 3.2 2.7 | = 9.5 
Interest permebe | 2.8 | 2.5 2.3 2.2 | s.9 | 2.8 
All other expenses Lecce ee eeeeeee cel 5.3 | 6.3 6.1 6.7 | 6.4 | 66 
Total CRMs 3s 55s Scdienseceeeeae | 27.3% | 29.6% | 31.9% | 31.7% | 31.3% | 32.5% 
Net (OGM i5nc5a nn ceeeeses anaen wien | 0.1% | 0.4% | 0.0% 1.4% | 1.8% | 1.9% 
Total net gain: | 
Percentage of net sales................ | 3.1% 2.8% | 3.1% 44% | 5.0% | 5.1% 
Percentage of net worth............... 6.0% 9.0% | 6.5% 9-1% | 10.5% | 11.5% 
Stock-turn (times a year)..........-.-..| ‘2.1 2.6 2.9 3-5 | 3-7 | 43 
Rent per sq. ft. total space.............. |$ .28 /$ .35 /$ .so | $ .60 $ .81 |$ 1.05 
Sales per sq. ft. total space.............. | $12.55 ($13.15 $15.15 | $18.65 [23.25 $28.00 
| 
i i | | | 








wages and advertising. Actually the 
least favorable showing as regards net 
profit and net gain as a percentage of 
net worth was made in this division by 
the group situated in cities with popu- 
lation between 10,000 and 24,900. 
In the division of stores with sales 
$1,000,000 or over, gross margin 
mmonly was highest in cities with 
population over 250,000. This group 
also exhibited the highest total expense 
figure, but it is to be noted that the 
differences in rent expense for stores 
with sales over $1,000,000 in these 
three population groups were less than 
the differences in advertising expense. 
The showing as regards net profit and 
total net gain was slightly better for the 
res in the larger cities. For both the 
ivisions shown in Table 4, the rate of 
stock-turn was highest for the stores in 
the largest cities. 


Relation of Rent per Square Foot to Rent 
as a Percentage of Sales 


In Table 5 the 1928 operating ratios 
of the 211 firms are shown for stores 
grouped according to rent per square 
foot within the two major volume 
divisions. This tabulation again shows 
quite distinctly the tendency for high 
rental costs per square foot to be 
accompanied by high rental costs as a 
percentage of net sales. In the volume 
division with sales under $1,000,000 
rent varied from 2.0% of net sales for 
stores paying less than 30 cents a square 
foot to 4.0% for stores paying 50 cents 
or over. In the other volume division, 
rent varied from 3.0% of net sales for 
firms paying less than 70 cents a square 
foot to 4.1% for firms paying $1 or 
more. As might be expected, both 
sales per square foot and the rate of 
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TaBLe 5. Rent, Prorit, anp Orner Operatinc Resutts For DEPARTMENT Stores 


IN 1928, GrourEeD AccoRDING 


To RenT PER SQuaRE Foor 


Net Sales = 100% 



































Department Stores under Department Stores over 
$1,000,000 $1,000, 000 
Rent per Square Foot Rent per Square Foot 
Less than | $.30 to} $.50 | Less than| $.70to! $1.00 
$.30 $.49 |andover) $.70 $.99 | andover 
eG oes ec bh ekuasrones 40 38 29 41 30 33 
Nahi od ba aehacaemaeeae 28.1% | 30.4% | 31.1% | 32.5% | 33.5% | 35.0% 
Total salaries and wages................| 15.9% 15.9% | 16.4% 17.0% | 16.4% | 16.6% 
EE See eee 2.0 oe 4.0 3.0 3-4 4.1 
CR cic ivctssarkewiacscceeebeas 1.9 2.6 2.6 2.8 3.4 3.2 
No ie gid cio is bs 4. Aa eee ies Se 3.9 2.6 4.3 3.3 1.9 1.9 
BE Other GUPOMONS... 5. 6 oni ce idseriess 5.9 6.0 5.9 6.5 7 6.2 
Total expense....................0.5+++] 28.4% | 29.8% | 31.1% | 31.5% | 32.2% | 32.0% 
sich edict caxacuencnacse hie 0.3%* | 0.6% | 0.0% 1.0% 1.3% | 3.0% 
Total net gain: 
Percentage of net sales................ 2.3% 3.6% | 2.9% 4.0% 4.4% | 6.2% 
Percentage of net worth............... 4.8% 8.5% 7.6% 8.0% 10.4% | 13.6% 
Stock-turn (times a year)............... 2.4 3.3 3.0 3-4 4.1 4.3 
Rent per sq. ft. total space.............. $ .18 |$ .40 i -75 |$ .50 |S .82 |$ 1.35 
Sales per sq. ft. total space.............. $8.90 ($14.90 pee $16.50 ($24.40 |$33.10 





* Loss. 


stock-turn tended to be higher for 
firms paying the higher rentals per 
square foot. For both divisions it is to 
be noted that gross margin was the 
highest for the firms paying the highest 
rentals per square foot. As regards 
total expense, the general tendency 
was for firms paying the highest rentals 
per square foot to have the highest 
common ratios of total expense, with 
the exception that in the larger volume 
division the common total expense 
ratio for the stores with rentals over 
$1 per square foot was slightly lower 
than the corresponding ratio for the 
stores with rentals between 70 and 99 
cents per square foot. As regards net 
profit and total net gain, the best 
showing in the lower volume division 
was made by the stores paying rentals 
between 30 and 49 cents per square 


foot, and the poorest showing by those 
paying rentals lower than 30 cents per 
square foot. In the larger volume 
division, the most favorable net profit 
and net gain were exhibited by the 
firms paying the highest rentals per 
square foot, and the least favorable by 
those paying the lowest rentals per 
square foot. Itis probably not without 
significance that for both divisions as a 
whole the two extremes in rent per 
square foot also were the extremes in 
net profit and total net gain. 


Relation of Rent Expense Percentage to 
Profit 


In Table 6 the operating ratios of the 
211 department stores for 1928 are 
grouped according to the percentage 
of rent expense. Of the stores with 
sales under $1,000,000, 27 had rent 
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Taste 6. Rent, Prorit, anD OTHER OperaTinG REsuLts For DEPARTMENT STORES 
IN 1928, Groupep AccorpINc To RENT AS A PERCENTAGE oF Net SALES 
Net Sales = 100% 
Department Stores under Department Stores over 
| $1,000,000 $1,000,000 
| Rent as Percentage of Net Sales Rent as Penna of Net Sales 
Less than 2.0% to 3.0% aon than] 3.0% to | 4.0% 
2.0% | 2.9% and over 3.0% 3.9% and over 
Number of firms...............| 27 41 39 37 34 | 33 
Typical net sales. .| $240,000 | $325,000 | $470,000 |$3, 000, 000/$3 , 500, 000/$5 ,000, 000 
} 
Gross margin 27.2% 29.8% 31.4% 32.0% 34.7% 33.9% 
Total salaries and wages. . 15.0% in | 16.5% 16.1% | 17.6% 16.7% 
Rentals 5g ee ah) ae 2.5 4.0 2.4 3.6 4.6 
Advertising 2.1 2.2 2.7 2.9 4.9 3.3 
Total interest 2.4 3.7 2.3 2.0 3.1 2.0 
thet CROCS 5 n650c eo dess =< Pe 6.4 6.0 6.6 6.3 
Total expense. . .| 26.2% 29.6% | 31.9% | 29.5% ~ 33. 2% 32.9% 
Net profit or loss 1.0% 0.2% Loss 0.5%| 2.5% 1.5% 1.0% 
lotal net gain: 
Percentage of net sales. 3.0% 3.2% 2.6% 5.0% 4.6% 4.4% 
Percentage of net worth 6.3% 7.6% | 6.3% 12.0% 10.0% 8.8% 
Stock-turn (times a year). 2.7 2.3 2.8 4.0 3.5 4.0 
t per sq. ft. total space. . $ 0.20 $0.37 | $0.55 $ 0.64 $ 0.85 $ 1.00 
Sales per sq. ft. total space. $13.10 $14.60 | $13.90 | $25.50 $23.50 $21.80 





less than 2% of sales, 41 
showed rent expense ranging from 
2% to 2.9%, and 39 had rent expense 
of 3%ormore. Similarly, of the stores 
with sales over $1,000,000, 37 had rent 
expense less than 3% of sales, 34 
incurred rental charges ranging from 
3% to 3.9%, and 33 exhibited rent 
expense of 4% or more. As might be 
expected from the evidence of previous 
comparisons, the high rent expense 
percentages were accompanied by rela- 
tively high figures for rent per square 
foot. In this comparison, however, the 
favorable showings for net profit 
total net gain were made by the 

res with the highest rental expense 
rcentages; whereas better net profit 
nd total net gain figures appeared for 
the stores with the lower rental expense 
rcentages. In both divisions these 
the stores with the lowest 
and the lowest total 


expense 


were 


expense ratios. The figures in this 
table might, therefore, appear to con- 
tradict the evidence of the previous 
comparisons. The clue to the diffi- 
culty, however, is furnished by the 
fact that neither the rate of stock- 
turn nor the sales per square foot in this 
comparison were consistently higher 
for the stores with higher rent per 
square foot. In fact, for the division 
with sales over $1,000,000, sales per 
square foot were lowest for the stores 
with the highest rental expense per- 
centages and the highest rent per 
square foot. Consequently, it is a 
plausible conclusion that this group- 
ing of stores according to their rent 
expense percentages resulted in bring- 
ing together in one group of each 
division a number of firms whose 
relatively high rental expense percent- 
ages were primarily attributable to 
poor management. 
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The comparison in Table 7 appar- 
ently reflects the same situation; here 
stores in the two divisions are grouped 
according to their rates of net profit 
or loss (in the narrow sense of return 
over and above interest on investment). 
Here again appears the association of 
relatively high rental expense percent- 
ages with high ratios for other items of 
expense, high total expense figures, 
relatively low rates of turnover, rela- 
tively low sales per square foot, and 
unfavorable showings for net profit 
and total net gain. In the case of 
the stores with sales over $1,000,000, 
those exhibiting net losses also had a 
relatively low common figure for gross 
margin. It is quite clear that in this 
comparison the high rental expense 
percentages have no significance other 
than as added testimony of generally 
ineffective management. In the divi- 
sion with sales over $1,000,000, the 


highest rental per square foot appeared 
for the firms making the best profits, 


Summary 


The evidence presented in Tables 
I-7, inclusive, may be summarized 
briefly as follows: 


(1) Department store rentals apparently 
are absor ing. an increasing proportion of 
the consumer’s sales dollar. In the case 
of stores with sales below $1,000,000, this 
development reflects some decline in sales 
volume, since rentals per square foot 
showed no increase in the period from 1926 
through 1928. 

In the case of stores with sales over 
$1,000,000, mostly situated in the larger 
cities, there has been some increase in 
rental expense, not only as a percentage of 
sales but also according to the rate per 
square foot. 

During this period, however, while 
rents have been going up, profits have been 
going down. 


TasLe 7. Rent, Prorit, anp OTHER OperaTinG REsuLTs For DEPARTMENT SToreEs 
IN 1928, Groupep Accorpinc To Rate oF Prorit or Loss 


Net Sales = 100% 












































Department Stores under Department Stores over 
$1,000,000 $1,000,000 
Net Loss Net Profit Net Loss Net Profit 
2.5% | Less than | Less than | 2.5% Less than | 3.0% 
or over 2.5% 2.5% | or over 3.0% or over 
Number of firms........... 24 | 26 34 23 | 42 36 
SUS MGUNID, 3 cs0sssnceene 29.6% 29.8% | 30.4% | 29. aa | 94. a | 33.0% | 35.0% 
Total salaries and wages ...| 17.9% 16.8% | 16.0% | 13.7% | 17.9% | 16.6% | 15.9% 
a kecenal si keat hwhe 3-3 2.7 | 2.6 | 2.8 {| @¢ 3-3 3-3 
Mbvartiaing. ... 26s cvccees 2.9 ae.1 Ba | 22 | 4.9 3.2 2.7 
‘Cf eer 4.3 2.7 | 2.§ es | 2.3 2.0 1.8 
All other expenses......... 6.9 6.3 | §.9 | 4.9 | 6.4 6.7 6.7 
| ——— | 
Total expense............. 34.1% 31.0% | 29.3% | 25.4% | 34-3% | 31.8% | 30.4% 
Net profit or loss.......... 4:5%* 1.2%* 1.1% | 4.3% | 1.8% 1.2% 4.6% 
Total net gain: 
Percentage of net sales. . ‘| 0.9% * 1.6%* 3.8% | 7.0% | 1.8%*| 4.0% 7.5% 
Percentage of net worth..| 1.7%* 3-0%*| 10.0% | tS: i “ i 9.8% | 15.9% 
Stock-turn (times a year).. | aa 2.3 | 2.7 . 3-7 4-4 
Rent per sq. ft. total space. $ .35 $ .40 |$ .38 5 | 8 a" $ .72 |$ 1.00 
Sales per sq. ft. total space. $10.60 $14.70 | $14.65 ste. = 8 19.65 | $21.85 ($30.65 














* Loss. 
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For a comparable group of 211 
lepartment stores for the year 1928, higher 
rentals per square foot were characteris- 
tically accompanied by larger sales per 
square foot, higher gross margin per- 
centages, faster rates of stock-turn, higher 

‘expense ratios, higher net profits, 
ad higher net gains in ratio both to sales 
to net worth. These results com- 
monly were shown most clearly for the 
stores with relatively large sales volume. 
For the most part, these stores were situ- 


nd 
iU 


ed in the larger cities. 

3) For this group, for 1928, higher rent 
per square foot commonly was accompanied 
by higher rent as a percentage of net sales; 
the upward variation of rent as a per- 
centage of sales, however, being at a lower 
rate than the upward variation of rent per 
square foot. In the case of stores with 
relatively rapid rates of turnover there was 
evident a tendency for the rent expense 
percentage to remain constant rather than 
to advance with the increase in rent per 
square foot. 

(4) There was some indication that 
stores with the least favorable profit show- 
ngs for 1928 had the highest rent expense 
percentages. These stores did not, how- 
ever, have the highest rentals per square 
foot. Therefore, the relatively high rent 
expense percentages of these stores pre- 
sumably were not important except as 
indices of poor management. 


The significance of the foregoing 
conclusions is, of course, subject to 
numerous qualifications with respect 
both to its practical and to its theo- 
retical bearings.4 The greater part of 
the data pertains to the single year 
1928, and for any one year it is manifest 
that differences in local conditions, 
as well as differences in managerial 
ability, are likely to exert a more 

‘Particular care should be taken not to generalize 

e conclusions as applying broadly to all types of 
retail business. For instance, the findings of this 


study are essentially contrary to substantially all the 
principal conclusions drawn by Professor Secrist from 
a study of rent in retail clothing stores for years prior 


to 1920. See Northwestern University Bureau of 
business Research, Commercial Rent as an Expense 
and Its Relation to Profits, by Horace Secrist, Chicago, 


Ya 3. 
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decided influence than any trend of 
rental expense. Furthermore, because 
the data available did not lend them- 
selves readily to dissection into their 
component elements of site rent, inter- 
est, and real estate expenses, there must 
necessarily be some uncertainty as to 
whether site rent for the larger depart- 
ment stores actually has increased in 
recent years. Conceivably the increase 
noted may have been principally in 
taxes or some other item of real estate 
expense. It is certain, however, that 
such an explanation cannot account 
for the marked difference in rentals 
per square foot between large and small 
stores and between large and small 
cities; these differences represent differ- 
ences in site rent. 


Theory of Urban Site Rent 


With due regard for the qualifications 
noted, these data on department store 
operating ratios for the year 1928 
appear to bear out the orthodox theory 
of urban site rent. Such rent is, of 
course, brought into existence by the 
extra net incomes that can be earned 
on more favorably situated sites. In 
general, the stores incurring relatively 
high rentals per square foot obtained 
relatively high gross margins. ‘The 
argument is sometimes heard in depart- 
ment store circles that it is necessary 
for the large stores, particularly those 
in the large cities, to obtain higher 
gross margins in order to cover their 
higher rents. Of course the causal 
relation runs in the opposite direction. 
Rentals for large stores are high, in 
part at least, because of the fact that on 
the sites where these stores are located 
it is possible to conduct department 
store businesses in such a way as to 
obtain higher margins. 

The higher gross margins of these 
stores, however, should not necessarily 
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be taken as an indication that their 
high rents are attributable primarily 
to the possibility of obtaining higher 
prices in their locations. This sort 
of reasoning is applicable to certain 
specialty shops in practically all the 
larger cities, but is not generally true 
of department stores. Observation of 
numerous department stores reveals 
lower prices and lower original mark- 
ups than appear in many exclusive 
specialty shops. The higher gross mar- 
gins exhibited by the larger depart- 
ment stores comprised in this study 
presumably were due in part to lower 
purchase prices made possible by rela- 
tively large sales volume. This large 
sales volume, in turn, reflected the 
sales possibilities of the sites where 
the stores were located. Favorable 
gross margins, however, are explainable 
not alone in terms of high selling prices 
or lower purchase prices. In depart- 
ment stores there is many a slip between 
the original mark-up and the final 
gross margin. Most important in this 
category are mark-downs and stock 
shortages; many department stores 
owe their favorable gross margins to 
the effectiveness of the management 
methods they employ to minimize 
mark-downs and guard against stock 
shortages. Perpetual inventories, unit 
stock control systems, and merchandise 
sales and purchase budgets are some of 
the management devices which are 
designed to improve gross margin by 
reducing mark-downs and shortages. 
It is quite possible, therefore, that the 
higher gross margins of the department 
stores paying the highest rentals for 
1928 reflected in some degree the 
quality of the management of those 
institutions. 

Department stores paying the highest 
rentals per square foot in 1928 in 
general turned their stock with greater 




































rapidity than stores paying lower 
rentals. Is it, therefore, to be con- 
cluded that the differential produc. 
tivity of sites is to be measured in part 
in terms of possible rates of stock- 
turn, faster stock-turn and hence better 
net income being more readily obtain- 
able on some sites than on others? 

In the first place, it is obvious that 
differences in the type of merchandise 
have a most important effect on rates 
of stock-turn; the jeweler turns his 
stock less than once per annum; the 
butcher 80 to 100 times. Secondly, the 
rate of stock-turn is in some degree a 
function of the volume of sales. This is 
particularly true where the merchandise 
concerned must present a certain as- 
sortment of prices, sizes, styles, and so 
on, to offer the consumer sufficient 
variety for choice. For most kinds of 
wearing apparel, therefore, the store 
with large sales volume is almost 
certain to enjoy greater rapidity of 
stock-turn than the store with limited 
sales volume. Therefore, it might be 
expected that sites offering large sales 
possibilities by virtue of these sales 
possibilities also would afford oppor- 
tunity for greater rapidity of stock- 
turn, leading to larger net income. 
In the third place, however, the rate of 
stock-turn is closely related to the 
quality of the management. Many of 
the methods and policies used to reduce 
losses from mark-downs and_ stock 
shortages also contribute to rapidity 
of stock-turn. In fact, repeated tests 
have shown that rapid  stock-turn 
commonly is accompanied by lower 
losses from mark-downs and merchan- 
dise depreciation. Frequent turnovers, 
therefore, as well as high gross margins, 
reflect in some degree the quality of 
management. 

It is clear, however, that a site where 
the sales possibilities are large for 
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merchandise which is inherently sus- 
otible of rapid turnover, cigars and 
bacco for instance, will command 
optionally high rentals per square 
- In the long run this fact may 
ve to be of distinct importance in the 
lution of large-scale metropolitan 


tail enterprises. 


Will Rent Encroach on Profits? 


(he question may be raised as to 
whether any significance is to be at- 
tached to the apparent tendency for 
higher rents per square foot in depart- 

ent stores to be translated into 
higher rentals in ratio to net sales. 
For the department stores incurring 
relatively high rent per square foot 
in 1928, not only was rent expense 
relatively high in ratio to sales but also 
other operating expenses tended to be 
high. These were the stores, conse- 
quently, with the highest ratios of 
total expense; yet by virtue of high 
gross margins and faster rates of stock- 
turn these same stores earned the best 
net incomes. Evidently in these cases 
there was willingness on the part of 
tore operators to pay out larger pro- 
portions of the consumer’s dollar in the 
form of rent, with the expectation that 
the gross margin possibilities of these 

tes would permit them to make better 
net profits than they could obtain on 
inferior sites. Conceivably, in some 
instances they might even be content 
vith a lower ratio of net profit to sales 
in the most favorably situated loca- 
ions, provided the aggregate amount 
of net return still remained greater 
than that obtainable elsewhere. In 
such instances we might find high rent 
percentages accompanied by somewhat 
ower net profit percentages. Actually, 
most instances in 1928, however, 
net profits in ratio to sales were 
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highest in the stores with the highest 
rents per square foot and incurring the 
highest rent expense in relation to 
sales. When higher rent expense per- 
centages were accompanied by unfavor- 
able profit showings there was evidence 
to indicate failure in the effectiveness 
of management. For any particular 
year the effect of differences in the 
quality of management might be 
expected to be large. Even over longer 
periods, however, it is probable that 
the rents enjoyed by landlords from 
the best department store sites are in 
some degree related to the general 
level of management ability among the 
department store organizations which 
are competing for the most desirable 
sites. This reasoning rests on the 
relationship previously indicated be- 
tween such operating ratios as gross 
margin and rate of stock-turn, on the 
one hand, and management ability, 
on the other; that is to say, if the 
general level of management ability in 
retail trade were the same for the large 
metropolitan stores as for the smaller 
stores in smaller cities, it is doubtful 
whether department store sites in large 
cities would command the rentals which 
they now do. 

Since the department stores occupy- 
ing the most highly valued sites ap- 
parently obtain higher than normal net 
profits in ratio to sales, and also higher 
than normal total net gains both 
in ratio to sales and in ratio to net 
worth, it may be inquired why land- 
lords have not been able to obtain a 
larger part of this net return in the 
form of rent. The fact that many 
department stores are their own land- 
lords may account for their relatively 
high total net gain; however, this fact 
distinctly does not account for their 
relatively higher net profit, since, as 
explained at the outset, full rental 
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charges were assessed against owned 
properties, and since a comparison of 
rental cost figures for stores owning 
their real estate showed their imputed 
rentals to be fully as high as rentals 
actually paid by stores leasing their 
properties. Of course the data cited 
are for only one year, but an analysis 
of operating ratios for department 
stores over the period since 1920 tends 
to corroborate the evidence of the 
1928 figures that the highest profits 
are commonly earned by the depart- 
ment stores situated on the sites com- 
manding the highest rentals. 

A partial check on any tendency for 
landlords to obtain a larger portion 
of the net income earned on the best 
department store sites is, of course, 
provided through the forces of inertia 
and ignorance. ‘The existence of many 
long-term leases and the lack of knowl- 
edge of retail margins, expenses, and 
profits presumably operate to retard 
any tendency that might exist for 
landlords to absorb a larger proportion 
of department store profits. Further- 





more, in a majority of the large cities 
in the United States, the last 40 or so 
years have witnessed a gradual shift- 
ing of retail trading areas due to an 
intricate combination of causes. This 
shifting of retail trading areas brings 
new districts, new landlords, and in 
some instances new retail firms into the 
competitive picture; and such changes 
also might be expected to exercise some 
check on the rising tendency of the 
rent expense ratio.’ It is not to be 
forgotten, of course, that there is 
competition among landlords as well as 
competition among operators of retail 
stores. Other things remaining equal, 
this competition among landlords, plus 
the forces of inertia and ignorance and 
the new circumstances continually 
brought into the picture by the shifting 
of retail trading areas, might be 
expected to enable the best-managed 
stores to keep their profits a jump ahead 
of the landlords’ rentals. 





5See Nystrom, Paul H., Economic: of Retailing 
(third edition). New York: The Ronald Press Com- 
pany, 1930, Volume 2, Chapter VI. 
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shift- ANTI-UNION 
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dis HE controversy in the United 


‘T states Senate over President Hoov- 
er’s nomination of Judge Parker 
the bench of the Supreme Court 
has served to arouse the public’s in- 
terest in the subject which formed the 
nub of the conflict, namely the so-called 
nti-union contract. ‘The senators who 
pposed confirmation took the position 
that Judge Parker’s accession would 
idd to the already top-heavy conserva- 
majority on the Court. They 
based their arguments primarily upon 
is decision in a case at common law 
which he upheld the right of an 
ployer to secure injunctive relief 
rainst his employees after the latter 
ad signed individual agreements not 
join the union while remaining in 
employ. This decision, said the 
nators, laid undue emphasis on the 
rights of individuals (the employers) 
as against the welfare of society and 
was therefore out of line with “public 
l1Cy. 
lhe American Federation of Labor, 
peaking for most of organized labor, 
was quite vocal in its opposition to 
judge Parker, and helped materially 
bring the matter to the attention of 
Senate. It has long felt deeply 
n the subject of the courts’ attitude 
toward its organizing activities. It 
erely believes that a majority of 
the nation’s judges are inclined to favor 
employers in cases arising out of labor 
disputes, and, on the eve of its campaign 
) unionize the industries of the South, 
the first major offensive since the re- 
verses following the War, it fears that 
intrammeled use of the injunction 
191 
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and the anti-union contract by employ- 
ers will prove to be an obstacle difficult 
to surmount. The Federation during 
the past few years has pressed for the 
passage of the Shipstead Bill, an act 
now in the hands of the Senate Judi- 
ciary Committee, which attempts to 
remedy a number of the outstanding 
abuses in the use of the injunction and 
which has been favorably reported by 
a sub-committee since the Parker con- 
troversy began. 

It is not pertinent here to inquire 
into the motives, political or otherwise, 
which were responsible for the Senate 
opposition to Judge Parker or, for that 
matter, the reasons which lay behind 
the arguments of those who supported 
him. It is, however, important to 
note that one of the chief contentions 
of the latter group, buttressed by a 
statement from Attorney-General Mit- 
chell, was to the effect that he had 
merely followed a precedent laid down 
ten years before by the United States 
Supreme Court ina similar case. In so 
far as it has bearing on the general 
subject of anti-union contracts, it will 
be necessary later on to examine this 
argument at some length. 


Employment Contracts 


The term “‘anti-union contract”’ re- 


fers to agreements which are signed by 
employees as a necessary condition 
for obtaining and retaining employ- 
ment in certain plants. They agree 
not to belong to any labor organization 
while employed there. The contract 
usually states, in addition, that dis- 
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charge awaits any workman whenever 
he joins a union. 

Labor organizations have applied 
the name “‘yellow-dog contracts” to 
these agreements, and have quite natu- 
rally used every method to discredit 
these agreements because they are effec- 
tive weapons in the hands of those 
employers who have militantly set their 
faces against dealings with unions. 

It should be borne in mind that the 
anti-union contract is only part of the 
complete employment contract between 
the individual employer and the indi- 
vidual employee. It is only one of the 
conditions of employment which must 
be accepted by the worker if and when 
he takes the job and begins work. The 
employer sets certain wage rates, hours, 
and conditions of employment. The 
worker is theoretically free to accept 
or reject them. If he does the former, 
an employment contract is said to have 
been made. 

The employment contract, in modern 
times, is “‘terminable at will.” This 
means that unlike business contracts 
for “consideration,” either party may 
end the employment relationship at any 
time, with or without notice, for any or 
no reason. Such termination does not 
furnish ground for damages. Certain 
exceptions exist in the case of sea- 
men and railroad employees, but they 
are not important for the present 
purpose. 

It will be seen that the theory behind 
employment contracts presupposes and 
assumes perfect freedom to make them 
on each side and equality of bargaining 
power. These assumptions derive of 
course from the philosophy of individu- 
alism and Jaissez faire which was the 
intellectual fashion current at the time 
when the Constitution of this country 
was framed. To say that it is out- 
moded and outworn under modern 


economic conditions is only to state a 
truism. But the sanctity and inviola- 
bility of the anti-union contract stands 
or falls on laissez faire. If one adopts 
a more “social” or “liberal” view. 
point, one is able to see situations where 
the violation of such contracts at the 
instigation of third parties would be 
allowable and even desirable. Inas- 
much as the Constitution and the courts 
have largely upheld them as inviolable, 
it is safe to conclude that these institu- 
tions are among the greatest strong- 
holds of individualism today. This is 
the crux of the controversy, wherever 
and in whatever form it is waged. 
There are no data available on the 
historical development or extent of 
present use of anti-union contracts. 
We are therefore freed from the neces- 
sity of beginning with the Greeks, the 
Renaissance, or the Industrial Revolu- 
tion. In all probability employers be- 
gan to adopt them in the last two 
decades before the turn of the present 
century, as national labor organizations 
grew in strength and numbers. The 
methods and policies of certain unions 
must have seemed decidedly irksome 
and restrictive to those employers who 
always insisted on their right to be free 
to run their businesses as they pleased. 
Undoubtedly it did not take them long 
to learn that one of the most effective 
means of continuing to run a shop al- 
ready closed to the union was to makeall 
their employees sign agreements not to 
join any such organization. The Erd- 
man Act of 1898, which contained 
provisions regulating labor disputes on 
interstate railroads, forbade employers 
to discharge employees for belonging to 
unions. Inasmuch as this comes close 
to prohibiting employers from asking 
workmen to agree not to join unions, it 
may be inferred that anti-union con- 
tracts were in use before that time—at 
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st in enough use to attract the atten- 
n of legislators. 

It is since the World War, however, 

the most rapid increase in their 

yment has occurred. There are 

se who believe that most of the non- 

n establishments make use of them; 

rs doubt so wide a use, but all agree 

that it is extensive enough to justify 

nsiderable apprehension in the ranks 
rganized labor. 


Statutory Regulation of Labor Contracts 


[Investigation of the legal status of 
anti-union contracts seems to give 
uunds for this apprehension. What 
is more important and to the point, 
inquiry into the legality of union organ- 
izing activities carried on in the face of 

se contracts affords double justifica- 
tion for labor’s opposition. These top- 
ics may be considered together, under 
two main heads: the legality in legisla- 
tive or statutory law and the legality at 

mmon law. 

There have been several legislative 

forts to curb the right of employers 

make non-membership in unions a 

lition of employment. One of the 

t was embodied in Section 10 of the 
Erdman Act of 1898, a Federal law reg- 

commerce on interstate rail- 
which made it a misdemeanor 

in employer to discharge a man on 
unt of membership in a labor 
rganization. Eleven of the industrial 
tes also passed laws, such as the 
Kansas act of 1903 which, using some- 
it different language, penalized all 
mployers who required persons to 
ter into agreements not to belong to 

, union as a condition for securing work. 
[t is evident that the Kansas Act refers 
lirectly to the making of anti-union 
ntracts, while the Federal law has 

y an indirect relation. It says 

thing about forbidding agreements 


iting 
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before the employment contract is 
settled; it mentions only discharge 
afterward, based on union membership. 
However, the ultimate, practical effect 
is the same, namely to try to remove 
discrimination against union men. 

The legislative supporters of these 
laws acted on the theory that under 
modern conditions the individual work- 
man is weaker than the employer and 
needs to combine in unions in order 
to make up for this disadvantage in 
bargaining. But the manner in which 
the enactments ran afoul of the courts 
leads one to doubt that a majority of 
the justices shared belief in such princi- 
ples. It was rather their attachment 
to the theory of individual freedom of 
contract and equality before the law 
that led to the invalidating of the 
Federal and Kansas acts. In 1908 
the Supreme Court, in the case of Adair 
v. United States,: held that Section 10 
of the Erdman Act violated the Fifth 
Amendment of the Federal Constitu- 
tion, which guarantees that no person 
shall be deprived of life, liberty or 
property by Federal enactment with- 
out due process of law. ‘The power to 
regulate commerce among the states 
and with foreign nations, specifically 
delegated to the Federal government 
by the Constitution, could not, in the 
opinion of the Court, sufficiently justify 
Congress in making it a crime for an 
agent of an interstate railroad to dismiss 
an employee because of union member- 
ship. To restrict the conditions under 
which an employee might make and 
keep a free labor contract with an 
employer was an undue exercise of the 
commerce power. 

Seven years later the Supreme Court 
gave evidence that it had not receded 
from its allegiance to the philosophy of 
individualism. In the case of Coppage 


1208 U. S. 161, 28 Sup. Ct. 277. 
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v. Kansas,? the Kansas Act was also 
declared unconstitutional, a violation 
of the Fourteenth Amendment, a part of 
which safeguards individual freedom 
of contract from infringement by state 
legislation. Pointing out the essential 
similarity of the Kansas to the Erdman 
Act, the Court insisted that the police 
power of a state could not be exercised 
to the extent of invading the field and 
dictating any of the terms of employ- 
ment contracts freely arrived at and 
entered into by both sides. A majority 
of the justices refused to recognize 
that the modern individual employ- 
ment contract is not something arrived 
at by bargainers of equal strength but 
is usually a take-it-or-leave-it proposi- 
tion for the worker. They refused to 
believe that the public welfare might 
in this instance be promoted by limita- 
tion of individual freedom. 

Direct and positive statutory efforts 
to curb the use of anti-union contracts 
have failed. But the increasing use 
of such agreements has challenged 
organized labor, which, unable to attain 
its ends in the courts, has appealed for 
legislative aid of a type subtle enough 
to escape the judicial guillotine. Ore- 
gon, Washington, and North Dakota, 
between 1920 and 1925, made tentative 
steps forward with laws which do 
not directly forbid anti-union contracts 
but which deny injunctive relief when- 
ever such contracts are caused to be 
broken, unless irreparable damage is 
threatened to property or personal 
rights. Practically, the latter clause 
of these statutes leaves a loophole for 
the granting of equitable relief. 

The most important recent attempt 
to regulate anti-union contracts has 
been made by Wisconsin. Bills in 
Ohio, California, Illinois, and New 
York have either failed of passage or 


2236 U.S. 1, 35 Sup. Ct. 240. 


died in committee, but in Wisconsin 
an alliance between representatives of 
farmers and laborers was effective in 
securing favorable action. Dairymen 
had been struggling with the equiva- 
lent of the anti-union contract, for 
milk plants had tried to get them to 
sign agreements not to join coopera- 
tive associations. Organized labor 
therefore almost insured passage of the 
bill by including in it provisions also 
protecting the farmers. The Wisconsin 
Act of May, 1929, declares that con- 
tracts whereby employees, employers, 
or farmers agree not to join or belong 
to their respective organizations as a 
condition of employment or purchase 
are contrary to public policy, wholly 
void, and will not afford basis for legal 
or equitable relief in any Wisconsin 
court. While the constitutionality of 
this statute remains to be defined, it 
undoubtedly allows more liberal inter- 
pretation than the Erdman or the 
Kansas Act. Anti-union contracts are 
not outlawed or prohibited. They may 
be freely entered into, but will not enjoy 
injunctive relief or permit civil suit for 
damages in case they are caused to be 
broken. 

A bill quite similar to the Wisconsin 
law was introduced in the Massa- 
chusetts legislature early in 1930. ‘The 
governor, at the request of its sponsors 
and in accordance with an excellent 
provision of the state’s constitution, 
asked the Supreme Court of the Com- 
monwealth for an advisory verdict on 
the constitutionality of the proposed 
enactment. On April 15, the full court 
handed down an opinion to the effect 
that the pending bill would be in con- 
flict with Section 14 of the Federal 
Constitution and Sections 1, 10, and 12 
of the Massachusetts declaration of 
rights. The Court said, after review- 
ing the Adair, Coppage, and Hitchman 
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cases, that “the principles thus declared 
by the Supreme Court of the United 
States prevail in this Commonwealth 
_.., There is a wide field for the 
lid regulation of freedom of contract 
the exercise of the police power, 
none of them go so far as to 
justify a statute like that in the pro- 
posed bill.” This opinion adds greatly 
to the interest with which students are 
awaiting a judgment on the validity 
of the Wisconsin act. 


The Common-law Status of Anti-union 
Contracts 


Organized labor has also sought to 
free itself from disabilities in the Federal 
courts by trying to secure passage of the 
Shipstead Billin Congress. Discussion 

f this feature, however, follows better 
ief survey of what the common law 
done with anti-union agreements. 

Union efforts to organize non-union 

tablishments in the face of anti- 

ion contracts may be related in com- 
mon law to both the doctrine of con- 
iracy and that of restraint of trade. 
(he courts will hold these efforts to 
be a conspiracy if it can be proved 
the union’s purpose is to injure 

-employer rather than to help itself 

if,in the absence of unlawful purpose, 

can be shown that the acts of the 
rganizers were illegal, 1.¢., fraudulent 
violent. On the other hand, even 
ugh conspiracy might not be proved, 
organizers’ activities could be pro- 
bited if the plaintiff succeeded in 
nvincing the court that trade had 
been restrained. 

The doctrines of restraint of trade 

and conspiracy have both been applied 


contracts. Most of the cases originate 
disputes in industries which are 


*Quoted, Monthly Labor Review, July, 1930, p. 107. 
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severely competitive, such as clothing, 
the building trades, and the bituminous- 
coal industry. It is obvious that or- 
ganizing work must be done by the 
union in businesses where employers 
have strong incentives to pay lower 
wages by hiring non-union men. The 
soft-coal industry has probably fur- 
nished the mostimportantcases. They 
have arisen in a region noted for bitter 
warfare between the miners’ union and 
coal-mine operators who have mili- 
tantly persisted in their determination 
to “run non-union.” Failure to organ- 
ize this West Virginia field has directly 
contributed to the serious decline of 
the United Mine Workers in recent 
years. Wages in the coal industry 
make up as high as 70 per cent of total 
production costs, and, in a competition 
intensified by the existence of too many 
mines and a poor marketing system, 
the operators who originally recognized 
the union and paid the high union scale 
of wages were compelled to break off 
dealings in order to compete with the 
undercutting West Virginia employers. 
If the union had been successful in 
organizing this field, competition among 
operators might have been stemmed to 
a certain extent, and stability estab- 
lished, at least temporarily. 

But the courts helped to decree 
otherwise. It is no reflection on the 
fighting ability of West Virginia mine 
operators in industrial conflicts to say 
that the courts, in their decisions on 
anti-union contracts, were most effec- 
tive allies. It is tolerably plain that 
they removed the necessity for resort 
to methods more dubious. 

In the case of Hitchman Coal and 
Coke Company v. Mitchell et al.,* settled 
by the United States Supreme Court 
in 1917, is found what is still perhaps 





#245 U. S. 229, 38 Sup. Ct. 65. 
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the leading decision on the relation of 
union organizers to anti-union con- 
tracts. The plaintiff, who operated a 
coal mine in the Panhandle District 
of West Virginia, recognized the United 
Mine Workers from 1903 to 1906. 
Thereafter, a strike over wages having 
been called by the union, the company 
decided to employ only non-union 
men and caused each employee to agree, 
at first by oral and later by written 
contract, that he would not join the 
miners’ union while working for the 
company and that, if he did become a 
member, his employment would cease. 
These contracts were not for a definite 
period but were terminable at will. 

The competition of all the West 
Virginia non-union mines was so severe 
that the union operators of the Central 
Competitive Field (comprising Western 
Pennsylvania, Ohio, Indiana, and IIli- 
nois) were forced to choose between a 
discontinuance of union relations and a 
demand for easier terms from the 
United Mine Workers. In either case 
the union’s position would have been 
considerably weakened. Compelled 
thus to fight for its power and even its 
existence, it decided in the 1907 con- 
vention to make strenuous efforts to- 
ward organizing the non-union fields 
and stabilizing the industry. 

It is necessary to grasp this back- 
ground in order to be able to judge the 
adequacy of the court’s decision when 
the question of conspiracy arose. The 
foregoing facts, of course, leave little 
doubt that the ultimate purpose of the 
organizing activities was to benefit the 
union and not to injure the non-union 
operators or employees. In order to 
pass upon the immediate purpose and 
the means employed, the acts of the 
organizers leading to the suit must be 
reviewed. 

John Mitchell, president of the union, 
































delegated one Hughes to direct the work 
of organization. It is important to 
note his methods. He talked to the 
employees of the Hitchman Company 
singly or in groups when they were not 
at work and, where successful in con- 
vincing them of the benefits of union 
affiliation and in securing their promise 
to join, put their names down in a note- 
book. He admonished them not to 
divulge their conversion and asked them 
to remain at work until he should have 
proselyted a number large enough to 
order an effective walkout. The practi- 
cal logic of Hughes’ plan is unassailable; 
coal production would not have been 
seriously interrupted if the union con- 
verts had quit singly or in small num- 
bers as soon as they had agreed to join. 
A successful strike depended on con- 
certed action. But in obeying Hughes 
the miners were secretly breaking the 
contracts which they had signed with 
the company, for they had agreed to 
cease employment whenever they joined 
the union. 

Learning of these activities, the em- 
ployer prayed for an injunction in the 
Federal District Court on the grounds 
of unlawful restraint of trade and 
conspiracy against the rights of the 
company and the non-union miners. 
The District Court granted a prelimi- 
nary order, which, after hearing on ap- 
peal, was vacated by the Circuit Court. 
The plaintiff then appealed to the 
United States Supreme Court, which in 
1917 by a six-to-three decision reversed 
the Circuit Court and granted a per- 
manent injunction against the organ- 
izing activities of the United Mine 
Workers as carried on in this case. The 
liberal justices, Holmes, Brandeis and 
Clark, dissented. 

The reasons of the majority are worth 
noting. They deal with the immediate 
purpose and means employed. The 
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ceneral tenor of the whole decision is 
unded at the beginning on the note of 
ndividualism. The right of workmen 
agree to join or not to join unions is 
‘inted out, as well as the correspond- 
right of employers to make non- 
membership in unions a condition of 
employment. Freedom of contract is 
thus guaranteed on either side, “‘not to 
be taken away by legislation unless 
rough some proper exercise of the 
paramount police power.” Further- 
ore a contract of employment, freely 
arrived at, enjoys legal protection. 
lhe fact that it is terminable at will 
akes no difference, and unjustified 
interference therewith by third parties 
actionable or subject to equitable 
lief. The uninterrupted good-will of 
employees has ‘‘a pecuniary value in- 
lculably great” . “The right of 
.ction for persuading an employee to 
eave his employer is universally recog- 
nized.” The decision goes on to say 
that ‘the case involves no question of 
he rights of employees. The defen- 


or do they assert any grievance in 
their behalf... The right of em- 
loyees to strike would not give to 
lefendants the right to instigate a 
rike.” And finally, as having direct 
bearing on the question of immediate 
irpose, the court, while granting the 
zht of laboring men to form associa- 
ns and to ask others to join, points 
it that such right is not absolute and 
inqualified; it must not unjustifiably 


interfere with the conflicting rights of 


Whether or not one believes there 
an unjustifiable interference by 
union with the rights of employer 

| other workmen in this case, or in 

‘ case, depends upon the relative 
ght gives to ultimate and 
ediate purposes. The liberal will 


one 
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chiefly consider the ultimate benefit 
to the union and will be prone to disre- 
gard the immediate injury inflicted on 
others. The conservative will tend 
to do the opposite. The majority 
opinion therefore is on surer ground 
when it takes up the means employed 
by the union organizer. It is here 
that Hughes’ plan becomes important. 
Tactically it was good. Legally it was 
not. It was not completely open and 
aboveboard, and for that reason more 
than any other the court upheld an 
injunction based on conspiracy. “ De- 
fendants deliberately selected that 
method which would inflict the greatest 
injury. Every Hitchman miner who 
joined Hughes’ secret order was guilty 
of a breach of his contract and acted 
a lie whenever thereafter he entered 
plaintiff's mine to work. Hughes not 
only connived at this but caused it, 
for it was the main feature of de- 
fendants’ plan (to keep the employer 
in ignorance until enough could quit 
in a body to coerce the employer).” 
From this the court deduced that the 
union was not after members as such, 
unless it could organize the mines and 
secure recognition. ‘The argument was 
rejected that the men had only prom- 
ised to join the union and would have 
ceased working as soon as they had 
actually become members. 

The case thus turned against union 
organizing activities in connection with 
anti-union contracts. The conclusion, 
that the decision hinged chiefly on the 
means employed, is supported by the 
words of the late Chief Justice Taft 
in the case of American Steel Foundries 
v. Tri-City Central Trades Council et al.,* 
decided in 1921 by the Supreme Court. 
Here the court declined to enjoin 
‘“‘missionary work”? among employees 
by outside organizers in limited num- 

8257 U. S. 184, 42 Sup. Ct. 72. 
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bers, so long as peaceful persuasion was 
used and not “the unlawful and deceit- 
ful means” of the Hitchman variety. 


The Consequences of the Hitchman 
Decision: State Court Decisions 


Several circumstances made this case 
of great moment to organized labor. 
It received wide publicity. It involved 
one of labor’s largest and most powerful 
organizations as it was engaged in 
fighting for its life. If widely followed, 
it might seriously check all union ex- 
pansion. It was the measured verdict 
of the highest tribunal oftheland. The 
anti-radical feeling which swept over 
the country after the War served to 
magnify the fears of labor organizations. 

To what extent has the celebrated 
Hitchman decision been followed? 
There are two answers to this question. 
A study of cases decided in state courts 
points in one general direction, a review 
of Federal decisions points in the other. 
In a Kentucky opinion® handed down 
in 1920, the chief court of that state 
denied a prayer by the Diamond Block 
Coal Company to make an injunction 
permanent against the organizers of 
the United Mine Workers prohibiting 
them from erecting shacks 200 yards 
from the mine to serve as shelters for 
employees who had been persuaded to 
break employment contracts. The 
plaintiff charged use of fraud, threats, 
and coercion, but the court found no 
evidence of anything but peaceful per- 
suasion. Inasmuch as the employees 
stopped work as soon as they agreed to 
join the union, there was no essential 
similarity with the Hitchman case; 
both the purpose and means were 
held lawful. In the exercise of their 
right to organize non-union employees, 
the union was judged not to be inter- 


6 Diamond Block Coal Co. v. United Mine Workers 
of America, 222 S. W. 1079, 188 Ky. 477. 





fering unjustifiably with the rights 
oftheemployer. ‘““Theemployer would 
have no redress even if all his employees 
should join the union, be discharged, 
and the business closed.” 

Other examples of this liberal inter- 
pretation by state courts are not want- 
ing. Space is permitted here for only 
one or two of the greatest significance. 
The New York courts have shown their 
independence of the Hitchman princi- 
ples in cases arising out of the attempts 
of the street and electric railway union 
to seduce the employees of the Inter- 
borough Rapid Transit Company in 
New York City. The Interborough 
had formed a “company union” among 
its own employees and made non- 
membership in the national organiza- 
tion a condition of retaining employ- 
ment. Nevertheless, in the case of 
Interborough Rapid Transit Company v. 
Lavin,’ when the company asked for 
an injunction against union organizing 
activities, the Court of Appeals found 
only an “understanding” rather than 
a definite agreement not to join. I[nter- 
ference with the company’s rights was 
justified, even to the extent of disrupt- 
ing its organization; the purpose was 
to benefit the union, not to injure the 
employer. The court was liberal also 
toward the means used, for it was held 
not necessary for the organizers to tell 
the plaintiff that certain men were be- 
coming union members. Certainly this 
goes far beyond the Hitchman doctrine. 

The Interborough then required its 
employees to sign definite agreements 
not to join the union for a period of two 
years. It again tried to secure injunc- 
tive relief from union interference, in 
the case of Interborough Rapid Transit 
Company v. Green,’ but the court 
ruled that this anti-union contract was 





7247 N. Y. 65, 159 N. E. 863 (1928). 
8 227 N. Y. S. 258, 131 Misc. Rep. 682 (1928). 
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inequitable in that the employer re- 
tained the unlimited right to discharge 
at will any employee at any time within 
the two years. The purpose of and 
means employed by the union having 
been held lawful, this case was con- 
sidered not to differ in any important 
respect from the Lavin case. The 
Green opinion was delivered in a lower 
court, but no appeal was taken. 
In cases dealing with efforts of the 
union to increase its degree of control 
by securing the discharge of non-union 
employees or by organizing these non- 
members) the New York courts have 
almost always adopted an empirical 
attitude. ‘They have exhibited refresh- 
ing disregard of any close adherence to 
trammeling precedent and have insisted 
n passing only on the case at issue, 
recognizing that each case must turn 
its own circumstances. In the 
Lavin decision, for example, the court 
did not feel called upon to utter obiter 
licta about such questions as the 
legality of union recruits concealing 
their membership from the employer 
where such knowledge would lead to 
their discharge. The opinion dealt 
narrowly with the points at issue and 
relied closely on the actual, factual 
record. This attitude is progressive 
and liberal, for it removes the solution 
of legal problems from the dead hand 
f abstract logic and precedent and 
recognizes that new and changing con- 
ditions demand fresh and sympathetic 
attention from plastic minds. Chief 
Justice Taft gave moderate expression 
to this concept in the Tri-City deci- 
sion;* Justices Holmes and Brandeis 
have followed it for many years. 


Federal Decisions: The Red Jacket Case 


[In other states, the position of anti- 
inion contracts seems more or less in 


* See note 5s. 
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doubt. But when organized labor turns 
to Federal decisions, it finds a gloomy 
picture. With the exception of the Tri- 
City decision, in which Mr. Taft took 
cognizance of modern economic circum- 
stances by granting the rights of out- 
siders peaceably “to instigate a strike”’ 
in other plants where competition 
among employers affected wages over a 
wide area, the Federal courts have held 
anti-union agreements inviolable. One 
of the most important cases is that of 
International Organization, United Mine 
Workers of America, et al. v. Red Jacket 
Consolidated Coal and Coke Company," 
in which the opinion was written by 
Judge J. J. Parker of the Circuit Court 
of Appeals, Fourth Federal District. 
It is important because several score of 
coal operators were included with the 
Red Jacket Company in the action and 
because it was the first main attempt 
of the miners’ union after the War to 
test the effect of the Hitchman decision 
in the old Panhandle District. It de- 
rives additional interest from the fact 
that many people believe it to follow the 
Hitchman case closely as to circum- 
stances and principles. 

The bill of complaint was filed in 
1920; the appeal was decided in 1927. 
The facts showed that the union organ- 
izers, in attempting to induce the non- 
union employees to break their agree- 
ments, did not employ the Hughes 
methods to which the Supreme Court 
had objected in 1917. Those who 
agreed to union affiliation left their 
jobs in the mine. But they refused to 
give up living in the houses which had 
been furnished them by the company. 
In this they were supported by the 
union organizers, who assisted them 
financially and otherwise in resisting 
eviction. The decision which made 





1018 Fed. (2d) 839; certiorari denied in 275 U. S- 
536. 
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the injunction permanent was based on 
restraint of interstate trade and on 
conspiracy, a “‘conspiracy to restrain 
trade.” It was held that the union’s 
purpose was chiefly one of malice to- 
ward the operators rather than of 
benefit toward itself and the employees. 
While the right of the United Mine 
Workers to organize non-union men 
was recognized, they were unjustifiably 
interfering with equal rights of the 
employers when they caused the em- 
ployees to break contracts. It was the 
induced breach of contract which be- 
clouded the union purpose. 

But it seems very probable, in view 
of the latter part of the opinion, that, 
after all, the unfavorable decision rested, 
as it did in the Hitchman case, on the 
means employed. That is at once the 
point of similarity and the point of 
difference between the Red Jacket and 
Hitchman cases. The Supreme Court 
in the Tri-City decision condemned 
chiefly the means used in the Hitchman 
case; certainly the same would hold for 
the Red Jacket case. The point of 
difference lies in the nature of the 
means. In the Hitchman case, said 
the court, the organizer used secrecy 
bordering on fraud: he let the miners 
stay at work after they, in violation of 
their contracts, agreed to enter the 
union ranks. In the Red Jacket case, 
the illegal methods consisted of aiding 
the strikers to resist eviction from the 
company houses. These cases there- 
fore are not essentially or practically 
the same. The later does not neces- 
sarily follow from the earlier. 


The Effect of the Red Jacket Case: The 
Shipstead Bill 


Be that as it may, the effects are the 
same. In spite of favorable treatment 
in a number of state jurisdictions, 
organized labor finds the general out- 
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look menacing, for nowadays the Federa] 
courts exercise the greater influence on 
labor questions. Any employer may 
sue in a Federal court if interstate com- 
merce or diversity of state citizenship 
is involved. On that account the 
American Federation of Labor has for 
several years devoted a large portion of 
its energies toward securing the passage 
through Congress of the Shipstead Bill, 
an act designed to remedy some of the 
major abuses which have developed in 
the granting of labor injunctions by 
Federal courts in recent years. 
There are, from the standpoint of the 
present discussion, four points worth 
noting in the proposed bill. The lan- 
guage is as explicit and definite as it is 
possible to make it. This is because 
labor believes that its former “magna 
charta,” the Clayton Act, was treacher- 
ously and vaguely worded. In the 
Shipstead Bill there is very little of 
“the elaborate confection of studied 
ambiguity.” In the _ second place, 
there is a definite statement of “public 
policy” regarding labor organizations. 
There is a casting off of the old abstract 
doctrine of individualism and freedom 
of contract which found expression 
in the Coppage decision in such words 
as ‘“‘wherever the right of private 
property exists there must and will be 
inequalities of fortune” and “it is 
from the nature of things impossible 
to uphold freedom of contract and the 
right of private property without at 
the same time recognizing as legitimate 
those inequalities of fortune that are 
the necessary result of the exercise of 
those rights.”” The Shipstead Bill in 
its second section takes the social 
viewpoint when it states that “under 
prevailing economic conditions, devel- 
oped with the aid of governmental 
authority ... , the individual unor- 
ganized worker is commonly helpless 
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exercise actual liberty of contract 
_and thereby obtain acceptable 
condition of employment,” and when 
it stresses the desirability of organiza- 
tion for collective bargaining “free 
the interference, restraint, or 
coercion of employers of labor.” 

Section 3 deals directly with anti- 
union contracts. After stating that 
in general “‘no promise contrary to 
the public policy declared in Section 2 
shall be enforceable or afford any basis 
for legal or equitable relief,” it says 
that it specifically means any promise 
made by an employee or prospective 
employee as a part of an employment 
contract wherein he agrees not to be- 
come or remain a union member and 
agrees also to leave his job in case he 
does become or does remain affliated 
with the union. In short, this section 
resembles the Wisconsin law. Anti- 
union contracts are declared contrary 

) public policy and, though not illegal 
per se, will not afford basis for damage 
suits or injunctions. 

Section 4 also deals with anti-union 
contracts. In a list of nine specific 
labor activities which Federal courts 
are forbidden to enjoin, clause (b) 
states that no injunction shall issue to 
restrain employees singly or in concert 
from becoming or remaining union 
members regardless of agreements not 
to do so, and clause (i) protects from 
injunction any organizers who “urge or 
induce without fraud or violence” 
employees to break such agreements 
regardless of promise. ‘These clauses 
are not redundant with Section 3, 
because the latter is broader than they 
are. Section 3 removes legal as well as 
injunctive relief and, if the Supreme 
Court should declare it too sweeping, 
clauses (b) and (i) of Section 4 might 
still be valid. 


t 
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The amended Shipstead Bill has 
been favorably reported by a _ sub- 
committee of the Senate Judiciary 
Committee. There is a question in 
many minds as to how effective it will 
be in removing present disabilities. 
Some look upon it as a distinct though 
imperfect step forward. Others, like 
Andrew Furuseth, the famous president 
of the Seamen’s Union, believe that it 
still gives an unfavorable Supreme 
Court plenty of room for oppressive 
interpretation. As far as anti-union 
agreements are concerned, even grant- 
ing the constitutionality of the Ship- 
stead provisions, it seems not improb- 
able that the phrase “without fraud or 
violence”’ still affords leeway for court 
condemnation of union-organizing ac- 
tivities whenever the methods em- 
ployed, as in the Hitchman and Red 
Jacket cases, are open to question. 
As regards purpose, however, the 
Shipstead Bill undoubtedly removes 
from the taint of illegality the mere 


inducement to breach of contract 
as such. 

Experience with the Supreme Court’s 
interpretation of the ambiguously 


worded Clayton Act and realization 
that a similar fate may await any other 
liberalizing law, if passed, lead to the 
other chief way in which organized 
labor may try to change the attitude 
of Federal courts, namely efforts toward 
securing a greater number of liberal 
judges. Up to the present time there 
have been no widespread attempts 
to influence the selection of the 
personnel of the judiciary, probably be- 
cause of the obvious objections to this 
method. But the Parker controversy 
has shown what can be done in a nega- 
tive way. It will be interesting to 
watch developments during the next 
few years. 











WATER TRANSPORTATION IN THE UNITED 
STATES 


By LYTLE BROWN 


RANSPORTATION has been a 

factor of outstanding importance 

and profound effect in our national 
growth and prosperity. Not only in 
the internal development of our nation, 
with its large expanse of territory and 
its enormous wealth in natural re- 
sources, but also in our intercourse with 
foreign countries, has this ever-present 
problem been demanding solution. 

Spreading westward from a first 
thin fringe of scattered settlements 
along the Atlantic Seaboard, our people 
extended the frontiers of the nation in 
a relatively short period of time, to 
the shores of the Great Lakes on the 
north, to the rich valley of the Missis- 
sippi on the west, and to the Gulf of 
Mexico on the south. Thence the tide 
of emigration, in ever-increasing vol- 
ume, continued to flow steadily west- 
ward across plains and mountains to 
the Pacific Coast. In this widespread 
movement, the chief means of trans- 
portation—animal-drawn vehicles, the 
covered wagon, the prairie schooner, 
the stage coach, moving over the 
roughest of trails—were, from the be- 
ginning, supplemented by extensive 
use of the many miles of natural water- 
ways, extending inland from the coast 
and spreading throughout the interior 
of the country. 

The problem of transportation, early 
appreciated, was attacked with the 
vigor and the indomitable spirit which 
characterized the new nation. Today 
we find a transportation system, which, 
developed from the primitive means of 
those early days, now covers the nation 
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with a network of more than a quarter 
of a million miles of railways, a criss- 
cross of improved highways extending 
to every corner of the land, and many 
thousand miles of improved waterways, 
to say nothing of the airways. 

The system cannot be regarded as 
complete. The ever-increasing needs 
of our growing population and our 
expanding foreign trade will require 
constant increase and improvement 
of our transportation facilities. Care- 
ful planning on a national basis is 
necessary to solve this great engineering 
and economic problem. 


The Development of a National Policy 


Westward migration was necessa- 
rily confined closely to the water 
courses, which then furnished the most 
practical means of commercial trans- 
port. With the settlement of the in- 
terior, the Mississippi River with its 
several important tributaries was for 
many years the main trunk-line trans- 
portation route west of the Alleghenies 
for both freight and passengers. One 
of the earliest means of water trans- 
portation was the canoe, followed by the 
bateau. Later, the barge and the flat 
boat were used, but they were clumsy 
and were moved upstream with great 
difficulty. The bulk of transportation 
was downstream. However, as early 
as the first decade of the rgth Century, 
an important traffic with New Orleans 
had developed in the towns and settle- 
ments on the Ohio and Mississippi. 
The introduction of the steamboat on 
inland rivers about 1811 marked the 
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beginning of an important traffic by 
packet boats. The number of steam- 
boats in use on these rivers rapidly 
increased, reaching a peak about 1855, 
when, it has been estimated, there 
were about 750 in service. 

The physical improvement of our 
inland rivers began soon after the 
advent of the steamboat. The work 
at first consisted for the most part in 
the removal of obstructions such as 
rocks, sand bars and snags, and resulted 
in the provision of channels with depths 
of from one to four feet. These shallow 
channels were adequate for the needs 
of those early days. 

The construction of _ railroads 
hroughout the West in the period from 
1840 to 1860 laid the foundation for 
the later deflection of traffic to Atlantic 
Coast ports. During this period the 
railroads were supplementary to the 
waterways, consisting usually of short 
lines extending from some river point 

the interior. However, this situa- 
tion did not long obtain, for with the 

id development and extension of the 
railroads, particularly the east and west 

lines, traffic was diverted from 


ivers. Packet-boat traffic on the 


Ohio and Mississippi reached its height 


luring the decade preceding the Civil 
War. Soon thereafter it began to 
lecline, although it was in a flourishing 

ndition as late as 1890. ‘The decline 
vas rapid in the nineties, and early 
in the present century this traffic had 


was due to many causes. Chief among 
these, as regards the waterways, were 
the shallow depths, inefficient craft, 
irregular schedules, lack of adequate 
terminals and frequent interruptions 
i service. On the other hand, the 
railways supplied a service which was 
lick, regular and economical. They 
atiorded convenient terminal facilities, 


and in other respects supplied a trans- 
portation need in a manner more 
satisfactory than the waterways. Fur- 
thermore, the railways resorted to 
certain practices directed toward the 
destruction of water competition, such 
as the establishment of discriminatory 
rates, the acquisition of water-fronts 
and terminals, and the control, in many 
cases, of canals and steamboat lines. 

In 1907 an important event occurred 
marking a revival of interest in water- 
way development, namely, the appoint- 
ment of an Inland Waterways Com- 
mission, whose duty was to prepare 
and report a comprehensive plan for the 
improvement and control of the river 
systems of the United States. The 
Honorable Theodore E. Burton of 
Ohio was named Chairman of that 
Commission, and the letter of instruc- 
tions addressed to him by the President 
contained the following: 

“In creating this Commission, | am 
influenced by broad considerations of 
national policy. The control of our navi- 
gable waterways lies with the Federal 
Government, and carries with it corre- 
sponding responsibilities and obligations. 
The energy of our people has hitherto been 
largely directed toward industrial develop- 
ment connected with field and forest and 
with coal and iron, and some of these 
sources of material and power are already 
largely depleted, while our inland water- 
ways as a whole have thus far received 
scant attention. I[t is becoming clear that 
our streams should be considered as great 
natural resources.” 

The report of the Commission was 
submitted to the President in Feb- 
ruary, 1908, and by him transmitted 
during that same month to Congress, 
with a message in which he declared 
that the improvement of our inland 
waterways was of pressing importance. 
He urged that adequate funds be 
provided in order that the work be 


delayed no longer. 
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The opening of the Panama Canal 
in 1914 had a far-reaching effect upon 
the navigation of our inland rivers. 
But the benefits of the canal accrued 
primarily to the Atlantic, Gulf and 
Pacific Coast territory. Its effect has 
been to bring the Atlantic and Pacific 
seaboards and their contiguous territory 
economically much closer together, to 
the detriment of the Middle West. 
Similarly, the necessarily large advance 
in our railroad rates as a result of 
realignment of values after the World 
War has worked to the disadvantage 
of that section of the country. The 
combined effect has been to make it 
doubly urgent that advantage be taken 
of the great natural water courses. 

The passage by Congress of the 
“Transportation Act” of February 28, 
1920, was another important event. 
Section 500 of that Act reads as follows: 


‘It is hereby declared to be the policy of 
Congress to promote, encourage and de- 
velop water transportation, service and 
facilities in connection with the commerce 
of the United States, and to foster and 
preserve in full vigor both rail and water 
transportation.” 


Pursuant to the provisions of the 
foregoing Act, the Secretary of War 
organized and put into operation the 
Inland Waterways Corporation, whose 
objective was the promotion of naviga- 
tion on the inland waterways. This 
Corporation, by its operation of the 
Federal Barge Line, is reestablishing 
commerce on these waterways, and is 
developing the various forms of trans- 
portation suitable to the different rivers. 
As soon as it has fulfilled its purpose, 
and private carriers have established 
successful operation, it is to cease 
operations as a Government agency. 

The President, in his address at 
Louisville, on October 23, 1929, advo- 
cated the modernizing of every part 


of our waterways, which will show 
economic justification, in aid of our 
farmers and industries. Stating that 
his administration would insist upon 
building these waterways as we would 
build any other transportation system 
—that is, by extending its ramifications 
solidly outward from the main trunk 
lines—he enunciated certain policies 
by which his administration would be 
governed. These policies may be sum- 
marized as follows: 


1. The improvement and modernization 
of our waterways in aid of our farms and 
industries wherever economic justification 
can be shown. 

2. The completion of the Mississippi 
System within the next five years. 

3. The completion within ten years of 
the Intracoastal Waterways program. 

4. The expediting of flood-control work 
on the lower Mississippi. 

5. The continuing development of our 
harbors and the littoral waterways which 
extend inland from them. 

6. The continuing development of the 
channels in the Great Lakes and the 
stabilizing of lake levels. 

7. The provision of a deep-water con- 
nection between the Great Lakes and the 
Atlantic Ocean by way of the St. Lawrence 
River in conjunction with the Canadian 
Government. 

8. The substitution as soon as practi- 
cable of private enterprise for Government 
operation of barges and craft upon the 
inland waterways. 


The development of a national water- 
ways plan has been coincident with the 
development of a national policy. The 
plan was not built in a day, but was a 
matter of growth. This was of neces- 
sity so, for it would manifestly have 
been a waste of public funds to have 
undertaken the improvement of all 
waterways at once and regardless of 
economic needs. Our seacoast harbors 
have been improved to keep pace with 
the requirements of our foreign and 
coastwise commerce. Our inland and 
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‘ntracoastal waterways have been 
leveloped in accordance with the need 
for transportation routes to and 
through the interior of the country and 
ng our coasts. Natural waterways 
were first supplemented by artificial 
canals. Then the rivers themselves 
were improved, first by the provision 
of shallow channels, often in discon- 
nected segments. With changing con- 
‘itions. the character and method of 
provements have changed. Earlier 
methods are no longer adequate. This 
is not only true of waterways but 
applies with equal force to railways and 
highways. 
The Inland Waterways Systems 
The Mississippi River and _its 
tributaries drain an area of approxi- 
mately 1,239,000 square miles, or about 
two-fifths of the entire United States. 
The basin includes all or portions of 
hirty-one states. The distance by 
river from the headwaters of the 
Missouri River to the mouth of the 
Mississippi is about 4,200 miles. The 
system includes more than 9,000 miles 
navigable waterways. Work al- 
ready completed and authorized will 
provide a 9-foot navigable channel from 
he mouth of the Mississippi to St. 
Paul. On the Ohio River, a project 
has been recently completed providing 
loot navigation from Pittsburgh to 
Cairo. The Monongahela, Allegheny, 
Kanawha, Kentucky, Cumberland and 
lennessee Rivers, feeders to the Ohio, 
all under improvement. The 
Missouri River is navigable from its 
uth to Fort Benton, a distance of 
2,285 miles. Work is under way to 
secure a minimum navigable depth of 
6 feet from the mouth to Sioux City. 
Farther to the south are the White, 
the Arkansas, the Red, the Ouachita, 
nd other tributaries of minor impor- 
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tance, each of which is 
improvement. 

In general, the plan is to improve this 
entire system of waterways so as to 
provide channels adequate for the 
traffic but limited to the extent of 
reasonable engineering possibilities. 
The depth now proposed for the trunk- 
line waterways is 9 feet, where such 
depth is feasible and where the cost 
as compared with the benefits to be 
expected is reasonable. Many of the 
tributaries will be improved with lesser 
depths, but, wherever possible, a depth 
of at least 6 feet will be provided. The 
complete improvement of this system 
will provide trunk-line routes extending 
north and south from St. Paul to the 
Gulf of Mexico, and east and west from 
Pittsburgh to Kansas City and beyond. 
Improved tributaries will serve as feed- 
ers, extending into regions rich in 
agricultural and mineral resources and 
in industrial production. The ores of 
Michigan, Wisconsin and Minnesota, 
the grain fields of the Northwest, the 
coal mines of Western Pennsylvania 
and West Virginia, the agricultural 
sections of the Central South and South- 
west, and widespread industrial areas 
will all have access to this waterway. 

The Illinois waterway will form a 
connecting link between the Missis- 
sippi System and the Great Lakes. 
The Illinois River from its mouth 
near Grafton, Illinois, on the Missis 
sippi River, to Utica, has been under 
improvement by the United States 
for a number of years. The project 
providing a channel depth of 9g feet 
will be completed in the near future. 
From Utica to Lockport an artificial 
lock canal will provide a connection 
between the Illinois and the Des Plaines 
Rivers. Thence the route will follow 
the Des Plaines River, the Chicago 
Drainage Canal and the Chicago River 
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to Lake Michigan. An alternate outlet 
to Lake Michigan will be through the 
Calumet River and the Sag Canal. 
The Canal between Utica and Lock- 
port has been under construction by 
the State of Illinois since 1920, but 
the River and Harbor Act of July 3, 
1930, authorized the acquisition and 
completion by the United States of 
this portion of the waterway. The 
minimum depth will be 9 feet. 

The Great Lakes and their connecting 
channels form a natural transportation 
highway having a water-surface area 
of over 95,000 square miles, and a shore 
line of over 8,300 miles. From Mon- 
treal, which is at the head of deep-draft 
ocean navigation on the St. Lawrence 
River, the sailing distance to the head 
or westerly end of Lake Superior is 
about 1,340 miles, and to the head or 
south end of Lake Michigan, about 
1,260 miles. Throughout the distance 
from the head of Lake Superior to the 
foot of Lake Erie, improvement of 
natural conditions has been required 
over a total length of about 60 miles, 
comprising reaches of the St. Marys 
River, St. Clair River, Lake St. Clair 
and the lower Detroit River. The 
present authorized depths of these 
connecting channels are in_ general 
such as to accommodate vessels of 
20-foot draft. However, Congress has 
recently authorized an increase of this 
depth to 24 feet. The magnitude 
of the work involved in the increase 
in depth may be realized from the esti- 
mated cost, approximately $29,000,000. 
The old Welland Canal, constructed 
by the Canadian Government between 
Lake Erie and Lake Ontario, has a 
present depth of 14 feet. A new canal 
is nearly completed, in which the 
available depth will be 25 feet. 

There are in all approximately 400 
harbors on the Great Lakes and con- 
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necting channels. Of these, about 8% 
are under improvement by the Federal 
Government. Variousdepths have been 
provided depending upon conditions at 
each harbor, but in general the depths 
are sufficient for vessels of 21-foot draft. 
The New York State Barge Canal, 
designed to have a depth of 12 feet, 
connects the eastern end of Lake Erie 
with tidewater on the Hudson River 
at Albany. A branch of this canal 
extends to Oswego on Lake Ontario, 
This canal is owned and operated by 
New York State, but Congress has 
recently authorized its transfer to the 
United States, subject to the necessary 
amendment to the New York State 
Constitution, which must be effected 
by the people of the state. The 
transfer must be made without cost to 
the Federal Government. In the Hud- 
son River below Albany, there is a 
Federal project providing for a channel 
27 feet deep. 
There is now available by way of the 
St. Lawrence River, from Lake Ontario 
to Montreal, a navigable channel hav- 
ing a depth of 14 feet. A Joint Board 
of Engineers representing the United 
States and Canada has prepared a 
project, plans and estimates for the 
improvement of the river for the pur- 
pose of making it navigable by deep- 
draft vessels and of securing the great- 
est beneficial use of the water for 
power. The project is of primary 
importance to the United States and 
Canada, since it would open the Great 
Lakes to ocean shipping and would 
develop power resources of great magni- 
tude. The matter is now the subject 
of diplomatic negotiations between the 
two countries. 
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The Seacoast Systems 


While our seacoast harbors are of 
primary importance in their relation 






































bout 8 our foreign trade, they constitute 
Federa] essential elements in our coastwise 
ave been and inland-waterway traffic. Nature 
tions at has endowed the United States with a 
' depths cenerous number of bays, inlets and 
t draft, river mouths susceptible of develop- 
Canal ment into ports suitable for the com- 
[2 feet merce of the country and reasonably 

distributed along the coast line. 


Among the outstanding features of our 
harbors are the practical absence of 
open roadsteads and the spaciousness 
of the harbor areas which have been 
made available for shipping. While 
most of our seacoast harbors are on 
deep bays or near the ocean, some 
important river ports have been devel- 
oped, such as New Orleans, Phila- 
delphia, and Portland, Oregon, each 
{ which is more than 100 miles inland. 
Jur plan of development provides 
arbors sufficient in number and of 
ich characteristics and so distributed 
as to meet the needs of our foreign 
and coastwise commerce. 

Harbors may be classed in several 
groups. We have, first, our great ocean 
ports, which, due to their geographical 
locations and physical surroundings, 
have been developed as the chief 
centers of foreign trade. Then there 
are those through which important 
quantities of bulky freight are handled, 
but which are not suitable for a general 
business. Next are those of lesser 
importance used primarily for coastwise 
trafhc, where the imports and products 
of a limited territory are distributed 
and collected. Finally come the har- 
bors and havens for fishing craft, and 
those that engage in a purely local or 
internal traffic. ‘These various harbors 
have controlling depths of from 12 to 
40 feet, depending upon the traffic 
they serve. There are under improve- 
ment some 200 harbors well distributed 
along our Atlantic, Gulf and Pacific 
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Coasts. Improvements are constantly 
being made to keep pace with our 
rapidly increasing foreign and domestic 
trade. There are now more than 40 
ocean ports that have each a total 
annual commerce of more than 
1,000,000 short tons. 

While the Mississippi System pre- 
viously described constitutes the most 
important and most widespread system 
of inland waterways, there are numer- 
ous rivers discharging directly into the 
Atlantic and Pacific Oceans and the 
Gulf of Mexico, many of which have 
been improved for navigation. ‘These 
serve as transportation routes to inte- 
rior points, and form useful feeders to 
our seacoast ports. There are tribu- 
tary to the Atlantic Ocean some 142 
streams with a total mileage of approxi- 
mately 5,000; tributary to the Gulf of 
Mexico, exclusive of the Mississippi 
System, some 52 streams, with a 
mileage of about 5,000; and tributary 
to the Pacific Ocean, 38 streams with a 
mileage of about 1,600. Chief among 
these on the Atlantic Coast, which 
have been improved for navigation, 
may be mentioned the Connecticut 
River, which is now authorized for 
improvement from its mouth to Hol- 
yoke, Massachusetts; the Hudson River 
to Albany; the Delaware River to 
Philadelphia and Trenton; the Potomac 
River to Washington; and the James 
River to Richmond. On the Gulf 
Coast, there are three important sys- 
tems; the Apalachicola-Chattahoochee- 
Flint, which provides navigation to 
Albany and Columbus, Georgia, with 
possibilities for future extension to 
the vicinity of Atlanta; the Alabama- 
Coosa System which extends naviga- 
tion to Montgomery, Alabama, and 
may be improved at some future date 
as far as Rome, Georgia; and the 
Warrior-Tombigbee System, which pro- 
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vides for navigation from Mobile to 
the vicinity of Birmingham, Alabama. 
On the Pacific Coast there are the 
Sacramento-San Joaquin System, serv- 
ing the rich central valley of California, 
and the Columbia, with its tributary, 
the Snake, serving a large area in the 
Pacific Northwest. 


Intracoastal Waterways 


There is being developed on our 
Atlantic and Gulf Coasts a system 
of sheltered waterways suitable for 
barge transportation and shallow draft 
vessels, which when completed will 
afford an intracoastal route from Boston 
to Miami, Florida, on the Atlantic 
Coast, and from the vicinity of Apala- 
chicola, Florida, on the Gulf Coast, 
via Mobile and New Orleans, to Corpus 
Christi, Texas. Certain links and ex- 
tensions of this waterway have not 
been authorized, but are being studied, 
such as the section between Pensacola 
and Apalachicola; the extension from 
Corpus Christi to the mouth of the 
Rio Grande; a connecting link between 
the Gulf and Atlantic systems; and a 
connection between New York Bay and 
Delaware Bay across the State of New 
Jersey. At present there is a 25-foot 
canal connecting Massachusetts Bay 
with Buzzards Bay, known as the Cape 
Cod Canal; thence to New York the 
waterway proceeds through Long Is- 
land Sound. The Chesapeake and 
Delaware Canal, 12 feet deep, connects 
Delaware and Chesapeake Bays, fur- 
nishing a sheltered waterway from 
Philadelphia to Baltimore and Norfolk. 
South of Norfolk, extending as far as 
Miami, Florida, a continuous inland 
waterway has been either completed, 
is under construction, or has been 
authorized, with depths varying from 
7 to 12 feet. On the Gulf Coast, the 
Texas and Louisiana intracoastal water- 
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way is now under construction, extend. 
ing westward from New Orleans, while 
sections to the east as far as Pensacola, 
Florida, have been authorized. The 
authorized depth for these sections js 
9 feet. 


The Panama Canal 


Finally, there is that great inter- 
oceanic waterway, the Panama Canal, 
built by years of arduous effort and at a 
great cost, and providing a short con- 
necting route between the Atlantic and 
Pacific Oceans. This artificial water- 
way has already demonstrated its use- 
fulness and economic soundness. It 
cost the people of the United States 
something like $380,000,000, but in a 
single year, 1928, tolls collected 
amounted to $26,000,000. In addition, 
it has augmented the large savings on 
intercoastal traffic by reason of the 
shorter water haul thus permitted. 
Traffic through the canal has increased 
to such a point as to lead to a consider- 
ation of the necessity of a second canal, 
and surveys of a second projected 
route through Nicaragua are now under 
way. 


An Interconnected System 
Each of the systems above described 


has been gradually developed through- W 
out the years beginning with the early parti 
days of our Government. Under the wate 
leadership of far-seeing men, and with few | 
the wholehearted support of statesmen, and 
legislators and numerous individuals impr 
and organizations, we have reached cont 
that stage of development where we for c 
can visualize our waterways, not as s0 “ie 

as 1 


many separate disconnected parts, but 
as one great interconnected transporta- 
tion system, whose ultimate completion 
seems now assured. The vast interior 
of our country served by the Mississippi 
System will be connected at the one 


has, 


merc 
forei 

































| with the Gulf of Mexico and at the 


Xtend- end 

_ while other with the Great Lakes. Traffic 

sacola, on the Great Lakes will be connected by 
The the New York Barge Canal to the 

ONs js Hudson River and the Atlantic Ocean, 


and in all probability a ship canal or 
seaway will be constructed via the St. 
Lawrence to the Atlantic, transforming 
every lake port into an ocean port. 
The Atlantic ports will have an inter- 
connecting sheltered waterway suitable 


for barges and shallow draft boats. 


inter- 
~anal, 
data 


- con- 
c and Gulf ports will be connected in a similar 
vater- manner, and the ultimate connection 
| use- of these two systems across the State 
It of Florida is not beyond the realms 
tates of probability. Numerous improved 
in a rivers, extending inland from our coast, 
cted will serve as important feeders to the 
tion, commerce of our seaports and intra- 
SON coastal waterways. The Pacific Coast 
the ports and river systems will be sub- 
ted. jected to the greatest degree of eco- 
ased nomical development, while the 
der- Panama Canal, supplemented perhaps 
nal, by an additional interoceanic waterway, 
ted will serve to complete the scheme of 
der interconnection. This may be called 
our national waterways plan. 
Waterborne Commerce of the United 
hail States 
gh- While our national waterways plan, 
rly particularly with reference to inland 
the waterways, has only within the past 
ith few years attained its present concrete 
en, and comprehensive form, and while the 
als improvements now under way and 
ed contemplated will require several years 
we ior completion, still the present water- 
$0 borne commerce of the United States 
ut has reached enormous proportions and 


) has, during the past ten years, shown 
an increase of about 35 per cent. 
In 1928, the total waterborne com- 
merce of the United States, including 
ign and domestic traffic and traffic 


WATER TRANSPORTATION IN THE UNITED STATES 


209 


on rivers, canals and connecting chan- 
nels was, after eliminating all duplica- + 
tions, approximately 539,000,000 short 
tons, valued at $24,000,000,000. The 
foreign traffic of all seacoast ports and 
ports of the Great Lakes was 126,000,- 
000 tons, including 55,000,000 tons of 
imports and 71,000,000 tons of exports. 
The domestic traffic of these ports 
amounted to a total of 354,000,000 tons. 
The total value of our foreign commerce 
was $5,500,000,000, and our domestic 
commerce, $14,000,000,000. The total 
commerce carried on rivers, canals and 
connecting waterways was 227,000,000 
tons, valued at $4,000,000,000. The 
commerce carried through the Panama 
Canal amounted to a total of 33,000,000 
tons. Complete statistics for 1929 are 
not yet available, but the information 
now in hand indicates that the total 
commerce for that year was materially 
greater than that for 1928. 

The principal items included in our 
foreign and domestic trade for 1928 
and the approximate quantities of each 
(expressed in short tons) are shown in 
the following table: 





Commodities Foreign Domestic Total 





Coal and coke. . .| 13,000,000 102,000 ,000/ 115,000,000 


eee 900,000!) 2,000,000) 2,900,000 
0 err 2,300,000 600,000} 2,900,000 
Fertilizer........ 500,000 900,000! 1,400,000 
Fertilizer ingre- | 

dients.........| 3,400,000 2,100,000) 5,500,000 
Flour and meal..| 1,500,000 1,500,000) 3,000,000 
eee 17,000,000 7,000,000) 24,000,000 
Iron ore.........| 4,000,000 58,000,000) 62,000,000 
Iron and steel....| 2,500,000 6,100,000; 8,600,000 
ee er 7,000,000 II,500,000) 18,500,000 
Petroleum and | 

products....../38,000,000 76,000,000/114,000,000 
Pulpwood...... I, 300,000 700,000| 2,000,000 
Wood pulp......| 1,000,000 300,000)| 1,300,000 
Sand, gravel, 

GOED. 000008 1,000,000 69,000,000 70,000,000 
Sugar...........}| 4,500,000 4,100,000 8,600,000 
Sulphur......... 1,000,000 1,500,000, 2,500,000 

Total......... 98,900,000! 343,300,000 442,200,000 





The items included in the foregoing 
table constituted about 80% of our 
total commerce for 1928. 78% of our 
foreign and 83% of our domestic com- 
merce were made up of these items. 
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The total traffic on our rivers, canals 
and intracoastal waterways as previ- 


ously given was 227,000,000 tons. 


This is an adjusted figure, arrived at by 


elimination of known duplications in 
those cases where certain traffic moves 
over two or more waterways. The 
unadjusted figure for 1928 was approxi- 
mately 262,000,000 tons, distributed as 
follows: 


Rivers of the Atlantic Coast.. 
Rivers of the Gulf Coast..... 
(Except Mississippi River 
System) 
Mississippi River System .... 
Rivers of the Pacific Coast... 
Federal Canals and Connect- 
img Chammdle. .. ......000 123,000,000 tons 
State and Private Canals .... 5,000,000 tons 


25,000,000 tons 
7,000,000 tons 


80,000,000 tons 
22,000,000 tons 





| RRR ie Salt heft Al” 262,000,000 tons 


The gross total traffic on the Mis- 
sissippi River and its tributaries as 
shown above was 80,000,000 tons. 
After eliminating all known duplica- 
tions, net total tonnage was 62,500,000 
tons, valued at $783,000,000. The 
gross total traffic on the Ohio River and 
its tributaries amounted to 58,000,000 
tons, and the net total was 46,000,000 
tons valued at $302,000,000. 

The full extent of the use made of our 
inland waterways system is measured 
not alone by the tons of commerce 
carried, but also by the distance, 
or by the ton-mileage. The ton- 
mileage for 1928 for the various systems 
is shown below: 





System Ton-miles 





Atlantic Coast rivers..........| 1, 419,000,000 


Gulf Coast rivers.............. 314,000,000 
Mississippi River System...... 5 ,663 ,000, 000 
Canals and Connecting Channels| 1,070,000,000 
Great Lakes System (exclusive 

of foreign traffic)............ 87,178,000,000 
Pacific Coast rivers............ 734,000,000 








WES «5 txht ka, s exntewe [96 378,000,000 





Tracing the movement from origin 
to destination of the chief commodities 
constituting our waterborne commerce 
is an interesting study, but available 
space will permit of but a brief reference 
thereto in this article. Detailed infor. 
mation concerning this phase of the 
subject with respect to two important 
sections of our inland system has been 
compiled by the Board of Engineers 
for Rivers and Harbors, in conjunction 
with the U. S. Shipping Board, and 
published in two volumes, one entitled 
Transportation in the Mississippi and 
Ohio Valleys, the other, Transportation 
on the Great Lakes. The large bulk 
of our commerce in grain, originating 
in the Northwest, moves through the 
Great Lakes to ports of export either 
by rail or barge line from Buffalo 
or through the St. Lawrence River 
canals. Of recent years there has 
been a revival of the grain movement 
on the Mississippi River. This move- 
ment had attained considerable propor- 
tions by 1890, but, declining thereafter, 
had practically disappeared by 1904. 
Due to the operation of the Federal 
Barge Line, and to the improvements 
on the Missouri and Upper Missis- 
sippi Rivers, the movement of grain 
via the river route is expected to show a 
constant increase for a number of years. 
Large quantities of coal are moved 
from the fields of Pennsylvania and 
West Virginia by way of the Ohio and 
Mississippi Rivers to interior points 
and to New Orleans. Coal also moves 
from these fields by rail to lower lake 
ports, thence to ports on the upper 
lakes. Ores from the fields in Mich- 
igan, Wisconsin and Minnesota move 
through the lakes and by rail to the 
industrial areas on the Ohio, and its 
upper tributaries. Steel and iron prod- 
ucts from these areas are carried out on 
the Ohio and Mississippi. These are 
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but a few of the many important com- 
ditvy movements. In seeking relief 
an unfavorable economic situa- 
_ the people of the Central West 
ve turned to water transportation. 
[he industries of the Mississippi Valley, 
as well as the farmers, are feeling the 
cts of the competition of factories 
ated nearer the seaboards, and they 
are availing themselves more and more 
f the low cost of transportation 
forded by the Mississippi River and 
tributaries, both for the receipt 
f raw materials and for the shipment 
finished products. On the upper 
sections of the Ohio River System there 
has long been an extensive traffic which 
is largely related to the operations of 
iron and steel industry. With the 
recent completion of the river improve- 
nt, whereby the Ohio is tied to the 
Mississippi with a year-round 9-foot 
channel, there will be a large increase 
f shipments by water. 
Considered from both the standpoint 
f their area and the extent of their 
ommerce, the Great Lakes with their 
connecting channels constitute the most 
important body of fresh water in the 
rld. They afford access to regions 
table for the magnitude of their 
‘tural and industrial resources. ‘They 
furnish economical transportation 
ites for the grain of the western 
prairies to the eastern mills and ports 
export. They have brought into 
economic juxtaposition the ores of 
Wisconsin and Minnesota and the 
steel mills of the Lake Michigan, Lake 
Erie and Pittsburgh districts, and they 
ve enabled the Northwest to secure, 
at very great savings, the fuel required 
‘ the maintenance of its commerce, 
industry and domestic life. By means 
{ the St. Lawrence River on the one 
hand and the New York State Barge 
Canal on the other, they afford a 


through water route to seaboard, and 
within a few years they will be con- 
nected with the Mississippi System 
by the Illinois Waterway. 


Conditions Essential to Successful Water 
Transportation 


The complete success of water trans- 
portation depends upon certain con- 
ditions which must exist or must be 
provided. The first of these is the 
existence of propérly developed, inter-' 
connecting channels. Others are the 
use of suitable types of floating equip- 
ment, the provision of properly de- 
signed and equipped terminals, coopera- 
tion between rail, water, and motor 
lines with a view to the interchange of 
freight, and, finally, an equitable divi- 
sion of the accruing revenue for joint 
service performed among rail, water and 
motor carriers. 

Since comparatively little tonnage 
originates directly upon the banks 
of streams, it is obvious that the 
greatest economy of water transporta- 
tion can be made available only by the 
establishment of joint rail and water 
routes. The provision of such routes, 
with through rates and fair division 
of the freight revenue, is indispensable 
to the complete success of the water 
routes. The Federal Barge Line, oper- 
ating on the Mississippi and the War- 
rior River systems, has shown how 
such joint routes may be used to extend 
the benefits of water transportation 
far into the interior. These benefits 
need no longer be restricted to the 
localities situated on the waterways, 
but may be extended to embrace the 
entire nation. 

Terminal facilities must be provided 
which are adequate for the needs of 
commerce and the types of vessels 
engaged therein, and for the inter- 
change of traffic between carriers by 
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rail, water and highway. This is a 
responsibility resting upon local com- 
munities, and the progress made during 
the past few years, especially along the 
Mississippi River, has been encourag- 
ing. In all classes of water transporta- 
tion, by ocean, foreign and coastwise, 
and by inland waterways, the terminal 
problem is essentially that of deter- 
mining the character and quantity 
of freight to be handled, and, based on 
these, of deciding what equipment in 
the nature of quays, wharves, piers, 
mechanical appliances, transit sheds, 
warehouses, yards, rail and other facili- 
ties should be installed in order to 
move the freight from land to water 
or from water to land with the least 
total cost, including in this cost the 
value of the time of the vessel or water 
carrier, as well as the investment in and 
the operating cost of the terminal 
itself. Our ocean and lake ports are 
as a rule provided with adequate 
terminals, and improvement of these 
facilities is being constantly made. 
On our inland waterways the provision 
of adequate terminals is a compara- 
tively recent development, but much 
progress in this direction has been 
made. It is now generally recognized 
that if water transportation is to 
compete successfully with carriage by 
rail, then well planned, conveniently 
located, and highly equipped terminals 
are essential. 

It is also essential to provide the 
most efficient carriers of a design 
adapted to the conditions of the route. 
The most striking example of a carrier 
suitable for the route used is that of the 
bulk freighter so extensively used on the 
Great Lakes. The enormous volume of 
traffic to be transported in a limited 
navigation season created a demand, 
the response to which is the bulk 
freighter of present-day design and 


proportion. These vessels are con- 
structed to standards which permit of 
greatest efficiency in loading and dis- 
charging cargo. As a class, they are 
the most economical carriers of bulk 
freight yet devised. On our inland 
waterways, the development of trans- 
portation equipment has passed 
through many phases. The packet 
boat of the earlier days has been super- 
seded by the modern steel-hull towboat, 
with its train of barges. Steam power 
is still generally adhered to for large 
towboats, but gasoline and Diesel type 
engines are in common use for small 
towboats. Barges are now generally 
constructed of steel, and the tendency 
in coal, gravel and steel traffic is to 
build hulls having a capacity of 800 
to 1,000 tons. Covered barges have 
recently come into use for transporting 
manufactured steel, cement and mis- 
cellaneous freight. Specially con- 
structed tank barges are used for 
transporting oil and gasoline. Large 
assembled tows consisting of one tow- 
boat and from ten to thirty barges, 
having a total cargo capacity of from 
8,000 to 25,000 tons, now move on the 
Ohio and Mississippi Rivers. 


The Value of Waterway Improvement 


Much has been said and written for 
and against waterway improvement, 
but our experience goes to show that in 
this respect we have pursued a sound 
economic policy. Since the establish- 
ment of our Government, there has 
been expended (up to June 30, 1929) 
upon the entire system, including har- 
bors, canals, and inland rivers, a total 
in round numbers of $1,500,000,000. 
The interest on this sum at 4% 
amounts to $60,000,000. Allowing for 
amortization, and including the cost 
of maintenance, the annual carrying 
charges would total about $88,000,000. 
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As against this annual charge, it has 
been conservatively estimated, from 
careful studies of traffic movements 
and rail and water rates on important 
commodities, that the saving in trans- 
portation costs, due to the improved 
channels in our harbors, canals and 
thing like $600,000,000 annually. 
Moreover, this figure does not take into 
account the benefits arising from over- 
seas trade, as there are no competing 
land-transportation lines with which 
rates may be compared. Much lower 
ocean rates have, however, resulted 
from our improved harbors. 

Many of the projects for inland 
waterways are still in an incomplete 
state. Many millions of dollars have 
been expended upon them, and recent 
authorizations will result in bringing a 
number of important projects into 

ndition to pay large dividends. 
While a particular improvement will 
not benefit all the tax-paying public, 
ther sections of the country may 
benefit to an equal extent from some 
ther similar improvement. The 
waterways as a whole are on a paying 
basis, returning each year in reduced 
transportation costs a sum much 
greater than the carrying charges on the 
mprovements. 

The development of waterways 
affords relief to our congested indus- 
tries. Industry seeks locations with 
the combined advantages of abundant 

bor, readily accessible raw materials, 
and reasonable facilities for distribution 
f the completed product. ‘The water- 
Ways penetrating the interior of the 

intry and lowering transportation 
sts will widely extend the areas suit- 
able for the location of industry. 
Cheap transportation favors the wide 
listribution of commerce, broader 
markets, low production costs, lower 





cost to the consumer, and a better 
margin with which to meet competition 
in foreign trade. 


The War Department and the Army 
Engineers 


In conclusion, it seems appropriate 
to refer to the relation of the War 
Department and the Army Engineers 
to river and harbor work. From the 
date of our independence to the middle 
of the 19th Century, the Government 
had to rely upon the Army Engineers 
to carry on its technical work. For 
many years West Point was the only 
engineering school in the country. It 
was therefore natural, when Congress 
authorized Federal works of an engi- 
neering character, that the Adminis- 
tration should turn to the Army for 
engineers. River and harbor works 
have been in their charge since the 
Federal Government first undertook 
such works, over 100 years ago. It is 
necessary to have at the disposal of 
the Government, for service in time 
of war, a body of highly trained, 
experienced and capable engineers in- 
structed both in their engineering and 
in their purely military duties, and 
the river and harbor and other engi- 
neering work of the General Govern- 
ment furnishes the means for giving 
these engineers the necessary practical 
training. 

The Corps of Engineers of the Army 
is charged not only with the improve- 
ment and maintenance of our harbors 
and waterways, but also with the 
enforcement of Federal laws designed 
to protect and preserve the navigable 
waters of the United States. The 
preparation of plans for flood control 
on many rivers, and the construction 
of flood-control works, as on the 
Mississippi River, are also assigned to 
that Corps. Work is now in progress 
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on numerous surveys, covering almost 
every important watershed of the 
United States, with a view to preparing 
plans for the combined development 
of these streams for navigation, water 
power, flood control, and irrigation. 
The advisability of undertaking new 
projects of river and harbor improve- 
ment, or of enlarging old projects, is 
subject to intensive study by the Board 
of Engineers for Rivers and Harbors, a 
body created by Act of Congress in 
1902, and composed of officers of the 
Corps of Engineers. Each projected 
improvement is referred to the Board 
for recommendation as to its economic 
justification, as well as to its engineering 
feasibility. The basic policy behind 
these recommendations is that the 
waterways shall return to the people 
of the nation, in savings due to cheap 
water movement of freight, an amount 
sufficient to pay a reasonable interest 
on the first cost, to pay all maintenance 
and operating charges, and to yield 
any additional sum or dividend on the 
investment. Each proposed improve- 
ment is studied and plans and estimates 
prepared by the local or district engi- 
neers. Reports and recommendations 


are submitted to the division engineers, 
who in turn make their reports to the 
Chief of Engineers. All reports go 
before the Board, which, after a study 
of the projects, including independent 
investigations where necessary, sub- 
mits its reports and recommendations 
to the Chief of Engineers. The Chief 
of Engineers then forwards his recom- 
mendations to Congress. The Depart- 
ment thus stands in much the same 
relation to Congress and the Adminis- 
tration as does a consulting engineer 
in private life to a corporation or 
financial institution. 

In a recent address, the Secretary of 
War, the Honorable Patrick J. Hurley, 


said: 


We have happily emerged from that 
era where waterway developments were 
regarded from a local and sectional view- 
point. We have come to think of them 
as a unified and national asset. Waterway 
development is a part of an economic pro- 
gram designed to promote happiness and 
prosperity in every part of the nation. 
With the full cooperation and approval of 
Congress, the President, through the Corps 
of Army Engineers, is carrying into effect 
his long cherished program for the comple- 
tion and operation of the inland-waterways 
system. 








JO 


. 


H 
chance 
obtain 
joint s 
do Sul 
This ¢ 
recent 
occurre 
the m 
attenti 
South 
includ 
results 
and lil 
work 
numbe 
factor: 
of the 
sented 
qualifi 
by the 
The 
distinc 
Grand 
extent 
tion 
under 
is dev 
ingly 1 
a gen 
indust 
econo: 


Some 


The 
a cor 
wealt! 
that | 








(OINT STOCK COMPANIES AND FOREIGN 
: CAPITAL IN THE STATE OF RIO 
GRANDE DO SUL (BRAZIL) 


By J. F. NORMANO 


ISTORY and statistics of joint 
H stock companies in Brazil do 
not yet exist; and it is only by 
chance that the writer was able to 
‘tain the annual reports of all the 
stock companies of Rio Grande 

. Sul, one of the provinces of Brazil. 
[his article was written before the 
ent political disturbances in Brazil 
ccurred, but the facts should be all 
more interesting because of the 
ttention which is now directed towards 
South American events. The tables 
icluded in this article set forth the 
esults of the study of the reports, 
nd likewise furnish the basis for this 
wi rk wanes has brought to light a 


factors in the economic development 
of the state. The facts herein pre- 
sented must be accepted with such 
qu alifications as have been introduced 

by the recent political disturbances. 
The results of the investigation of a 
istinct part of the economy of Rio 
Ces le do Sul clearly show that the 
extent a capacity of its industrializa- 
have hitherto been somewhat 
nderestimated, and that the country 
| developing inevitably and unceas- 


a genuinely agricultural state to an 
lustrial state with all its attendant 
economic and social phenomena. 


Some Handicaps to the Growth of Capital 
The State of Rio Grande do Sul is 


a country possessing great natural 

wealth, with an industrious population 

that is constantly being increased by 
215 


immigration; a country with an already 
existent capital accumulation continu- 
ally augmented by the inflow of foreign 
capital; a country with a wide and not 
yet satiated market having a constantly 
growing power of absorption, Yet the 
accumulation of domestic capital, 
though greater than one might expect, 
has had to make way against certain 
disadvantageous factors. 

Among these may be mentioned the 
lack of a market for Rio Grande se- 
curities. It may and does happen that 
security owners wish or need to sell or 
exchange; and no organization exists 
for this purpose in Rio Grande do Sul. 
Only a very small part of the securities 
are listed in Rio de Janeiro, most of 
them only nominally and without any 
trading, since relations are not yet de- 
veloped even in the Federal capital. 
Thus when a stockholder from the in- 
terior or from Porto Alegre wishes to 
buy or sell, he must await an oppor- 
tunity, try the brokers, or call upon the 
good offices of the management of the 
company in question. 

Prices are regulated, not by supply 
and demand, but by chance, by the 
wish of the principal stockholder or 
that of the temporarily interested par- 
ties. The same condition also prevents 
the creation of a regular market for 
state and municipal loans. This im- 
possible situation can be remedied 
only by the foundation of a security 
exchange and the listing of local 
securities. 

Another disadvantageous factor is 
that trade in securities cannot be carried 
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on automatically so long as registered 
stocks and registered obligations pre- 
dominate. Actually a joint stock com- 
pany (sociedade anonyma) with regis- 
tered or nominal shares is a contradictio 
in adiecto. Stock trading, sales of obli- 
gations—every purchase and sale—will 
be made more difficult and tedious by 
transfer formalities. ‘These two incon- 
veniences are of course not the only 
ones; they have been purposely empha- 
sized because they are the most flagrant 
and could easily be eliminated. 


Existing Joint Stock Companies 


There are fifty-seven joint stock com- 
panies in the State of Rio Grande do 
Sul. Among them are concerns which 
have already passed their fiftieth anni- 
versary (the Banco da Provincia do Rio 
Grande do Sul was founded as early as 
the year 1858) and a number which 
date from the last century (the ma- 
jority of the banks and the Banco 
Nacional do Commercio). The re- 
mainder are of more recent date, and 
most of them were established after the 
War, especially during the last decade. 

Management of these joint stock 
companies, quite apart from the places 
in which they carry on production and 
manufacturing, is concentrated in the 
capital; and only eighteen of them have 
their seats outside the capital, princi- 
pally in the largest cities in the state 
—Pelotas and Rio Grande. 

The total of the owned capital of the 
fifty-seven joint stock companies is dis- 
tributed as follows: 

Banks hold first position. The share 
capital of the seven banks of Rio 
Grande amounts to the substantial sum 
of 161,000,000 milreis (legal parity of 
the milreis is 12 cents) besides which 
official and established reserves amount- 
ing to 87,000,000 milreis must be taken 
into account. When we consider the 


outside money invested in the banks 
and absorbed by the widespread system 
of branches, the financial power of 
these institutions becomes evident; a 
large part of the wealth of the nation 
is concentrated in them, and the banks 
are responsible for the management. 

The eight insurance companies, six 
of them in Porto Alegre, show much 
smaller amounts of owned capital. 
Six Porto Alegre companies have over 
30,000,000 milreis of owned wealth, in- 
cluding reserves; and of this sum 
19,300,000 milreis come from the Provi- 
dencia do Sul. This is explained by 
the nature and peculiarity of the insur- 
ance business which, properly speaking, 
stands in need of a guarantee fund 
rather than cash. 

The railroad, power, and light group 
controls more than 30,000,000 milreis 
of owned wealth, of which only a small 
part represents reserves. The leaders 
of this group, so far as capital is con- 
cerned, are the Cia. Carris Porto 
Alegrense with 15,000,000 milreis and 
the Cia. Telefonica Rio Grandense with 
7,600,000 milreis of owned wealth. 

In the spinning and weaving group, 
six companies control capital amounting 
to 13,200,000 milreis and reserves of 
about 5,600,000 milreis (data for one 
company proved unobtainable). 

A relatively unimportant and finan- 
cially weak group is that of real-estate 
and construction companies. Of the 
seven companies, the five for which 
we have data control capital amounting 
to about 3,500,000 milreis and some 
750,000 milreis of reserves. 

*‘Miscellaneous”’ is the largest group 
in our statement. In it, small and 
unimportant companies are to be found 
side by side with great organizations 
like the Cia. Moinhos Riograndenses 
with a share capital of 12,000,000 mil- 
reis. According to an estimate based 
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TasBLe I. Banks 
| ° | | | 
Capital rs 
P « | Dividend | Date 
Company | Reserves Rate Rennied 
| Subscribed* | Paid In* | 
ae as | 
1. Banco da Provincia do Rio Grande do Sul. 50, 000,000|25 000, 000/32 ,000, 000 15% 1858 
>. Banco Nacional do Commercio........... 25 ,000, 000/15 ,000, 000/22 ,000, 000 % 1895 
> Ba Pues és.s'5405404400640s b0snen 30,000, 000]15 ,000,000|21 , 500,000 16% 1906 
4. Ba Porn BNE, ckinctcmiadeasivesa 6,000,000} 2,500,000 143,000 No data 1905 
: B Popular do Rio Grande do Sul...... 10,000,000} 5,000,000} 1,100,000 e 1919 
Banco PI@eehsxcseusaa haa cedar sawesnn cs 10,000,000 5,000, 000) 500,000 plein 1929 
» Banco do Rio Grande do Sul............. | 50,000,000 40,705 , 800) ae" * 1928 
| i 
* 1 Milreis. 
Taste II. INsuraANcE COMPANIES 
Capital ee 
aise « | Dividend | Date 
Company | Reserves* | Recs | Meanie 
| Subscribed*| Paid In* | | | 
s. Cia. Unideiccdieinen eee ene s tadeeaes | 3,000,000 | 1,200,000} 1,000,000 121446% 1891 
2, Cia. Seguros Porto Alegrense............. 2,000,000 | 606,000) 700,000 | 12% 1883 
Cia. de Seguros Sul Brasil................ | 1,000,000 | 500,000 goo,000 | 13.32% 1909 
4. Cia. Phenix Porto Alegre................. | 2,000,000 | 600,000} 1,100,000 | No data 1879 
cs, Cia. Previdencia do Sul..........escese0. | 1,000,000 | 1,000,000} 18, 300,000 20% No data 
Cia. Allianga Porto Alegrense............. | 3,000,000 | 801,400! No data No data 1928 
7, Cia. Seguros Rio Grandense..............| No data No data — ie No data 
Cia. Seguros Pelotense reeeseaseessececses | - ” ’ = - - = S ” = 
1 
* t: 1 Milreis. 
TaBLe III. Rartroaps, Power & LIGHT 
| Capital | oa 
| — ‘ | Dividend | Date 
Company | Reserves Rate | Founded 
Subscribed* | Paid In* | | 
j | | | 
t.. Vatiet. icxa tee tee aa eas be Sian | 1,000,000} 700,000; Nodata | Nodata | No data 
2. Cia. Carris Porto Alegrense.............. | 1§,000,00015,000,000; “ “ - * | o_o e 
3. Cia. Energia Electrica BR. G.... 22.0000 | 3,000,000} 3,000,000; 148,000 te phigs sabes 
4. Cia. Telefonica Riograndense............ 7,000,000] 7,000,000} 600,000 8% 7 
S. Mariante L, & E.......-+0.+0++ 000005] No data No data No data No data > 
Usinas Electricas Riograndenses......... | 2,100,000} 2,100,000 117,000 ons ~— = 
7. Cia. Hydraulica Riograndense...........| 1,000,000} 1,000,000} 150,000 | eb an 
8. Cia. Melhoramentos Pelotense...........| No data No data Nodata |; “* “ 7. 
). Cia. Commercial Buxton Guilayn S. A. | | 
ge Ore rn: er er ee | 2,000,000} 1,908,000 2.001 | * * _ 
10. The R. G. Light & Power Ltda. Pelotas.. .| No data No data No data | ry eo re 
“ “ce “ “ oe “ “ “ce iti iti 


11. Cia. Luz Electrica Jaguarense, Jaguarao | 














* Unit: i Milreis. 


upon reliable data for only eight of the 


eighteen companies comprising 


group—these eight the most important, 
however—the capital of the group is 
estimated at around 20,000,000 milreis, 
reserves at around 3,000,000 milreis. 
ides the companies named above, 


Be 





this 


we may mention five connected 
Productos Alimenticos and four 
printing and paper; the remainder are 
distributed among various lines. 

It would be very interesting to com- 
pare these data with the official statis- 
tics of the number of trading and 
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Tasie IV. Sprinninc anp WEAVING 
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Company 







Date 
Rate | Founded 








1. Rheinglantz Uniao Fabril............ 
2. Fiagao e Tecidos Porto Alegrense 
3- Fiagao Guahyba.......... elie eee 
4 Ping. Teckdes Poloten.............0siscen 
5. Cia. Comm. Manefactura................| 
6. Cia. Tecllagem, Rio Grande.............. 


3,500,000 3,500, a No data 


| #9201000 | 3,999,440 
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* Unit: 1 Milreis. 


Taste V. 







Rea Estate anp ConsTRUCTION 


We see, t 
of joint cS 
pared wi 
the capit 





Company 








Date 
Founded 








is alread 
forms of 





SYAVESe YP a 









1928 


. Cia Geral de Immoveis.................. | 
No data 


. Empreza Constructora R.G....... 
Cia. de Construccao Sul Brasil. 
ee 
Cia. Colonisadora Catharinense...........| 
Cia. Construccoes Pelotense..............| 
Cie. Cometructors Bae «0 ..i cscs acics | I 
Cia. Americana de Construccoes e Pavi- | 
GG Fat GRRE. oo ik cciccnsavenes 

















No data 
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Cia. Carbonifera Riograndense No data 


Cia. de Vidros Sul Brasil................ 
Cia. de Correias Porto Alegrense 
Cia. Geral de Industrias................ 
CIe POI G TOO, oo dccnccvntndsccen 
Cia. Moinhos Riograndenses 
Cia. Graphica Portoalegrense 
rere 
Cia. de Fumos Santa Cruz.............. 
5 I co ciustebads-os. cocks nae 
er rr 
. Cia. de Adubos e Productos chimicos.... . 
> Be Mae MIMMNIO GE PROGREIBE. . 5 onc ccc cecscus 
Saladero Bageense Bagé................ 
sc cee RE tcc cgis' a ieistao dates wena ein 
. Cia. Productos Alimenticos.............. 
. Cia. Uniao Industrial R.G.............. 


yoo 1,000,000 
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| No data 
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trial concerns in the State; but 
unately figures are available only 
the municipality of Porto Alegre. 
gures relate to the year 1927. 





Industrial Trading 


t 621 ee 2,808 — 
yed 88,894,400 milreis) 232,104,750 milreis 





e, therefore, how large the number 

f joint stock companies is, when com- 

part | with the figures here cited; and 
pital of the joint stock companies 

already greater than that of other 
of enterprise in the State. 


nization and Operation of Joint 
Stock Companies 


[he profits of the joint stock com- 
panies vary. In general the banks and 
urance companies endeavor to main- 

the stability of their dividends 

to follow a logical and systematic 
lic c} with that end in view. The 
railroad, power, and light group pays 
lit deal only in exceptional cases; 
which is easily understood, since the 
jority of the enterprises are in proc- 
of reorganization (Carris, Energia 
ectrica. Riograndense, and Usinas 
‘lectricas) or newly founded (Varig). 
The spinning and weaving group shows 
relatively good rate of profit, espe- 
lly when we take into consideration 
he world crisis in textiles which even 
razil did not escape. Upon the other 
nd, the picture afforded by the real- 
tate and construction group corre- 
sponds to that of the railroad, power, 
and light group, and generally for the 

me reasons. The results of the ‘‘ Mis- 
ellaneous” group are very varied. We 
| companies with annual dividends 
i 8, 10, 12, and 15 per cent together 
ith some paying no dividends. A 
lividend rate of 8 per cent may be 
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regarded as normal for the state of Rio 
Grande do Sul; and stocks paying at 
this rate should stand at par if other 
conditions are normal. 

The composition of the stockholding 
body of the joint stock companies of 
Rio Grande is most interesting. The 
fact that almost all the companies pub- 
lish lists of their stockholders as appen- 
dices to their reports gives foreigners 
an unusual opportunity for exhaustive 
examination of their components. 

In the first place, it becomes evident 
that the lists of many of the companies 
give hundreds or thousands of names. 
Such companies are mostly banks, 
insurance companies, public utilities 
(until they pass into foreign hands; 
see below), textile manufactures—in 
general, companies which have been in 
existence for a long time. In clear 
contrast to these, companies are to be 
found with a minimum of stockholders, 
almost family companies (Moinhos Rio- 
grandenses, Buxton Gulayn, Vidros 
Sul Brasil, Fabrica de Correis Porto 
Alegrense) which often publish neither 
list of stockholders nor report. 

Between these extremes are com- 
panies with fifty to two hundred stock- 
holders, where those interested, already 
connected through other business or 
family interests, have acted together 
in acquiring shares when a company has 
been organized. Such “nests” of fami- 
lies or friends may be observed in 
almost every company; and often, when 
one sees the first names on the list of 
stockholders, one knows exactly who 
will follow. 

The strong family feeling of the 
people finds expression in the custom of 
having part of the shares transferred 
to the names of the wife, sister, mother, 
and children. It is no exaggeration to 
assume that approximately one-third 
of the stockholding body is made up of 
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women and children. This fact has led 
the well-to-do classes of the population 
to invest their savings or available 
wealth in stocks, and, mutatis mutandis 
(see below) may serve as the basis for 
the formation of a national capital 
market for domestic stock enterprises. 

In the lists of stockholders, distinct 
figures of great capitalists stand out, 
whose names, with statements of their 
prodigious holdings, can be found in 
almost every report. They are not 
generally business people, but capi- 
talists who seek opportunities of obtain- 
ing a large current return together with 
the prospect of profit when they sell, 
and who at the same time provide for 
division of risk by distributing their 
holdings among different kinds of enter- 
prises. But even in these circles in- 
dications can be seen of an evolution 
in the direction of the European, or 
perhaps rather the North American, 
professional financier who regards his 
stocks not as investments but rather 
as regular merchandise and who juggles 
with lots of stock. 


Foreign Capital 


In the State of Rio Grande do Sul— 
just as in every other part of the world, 
which is becoming uniformly subject to 
mass production and consumption— 
there are, of course, branches of well- 
known international firms. All the 
masters of the world are represented 
by branches, agencies, descriptions, and 
advertisements. Here we find branches 
of practically all the “universal banks” 
of South America, as for instance the 
Bank of London and South America, 
the British Bank of South America, the 
Banque Frangaise et Italienne, and 
the Banco Brasileiro Allemao. The 
National City Bank alone is missing; 
it was formerly represented but has 
closed its Porto Alegre office. 
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The usual non-banking companies § "°° : 
are also represented: the French by the and mus 
Cia. General Aeropostal and Michelin. Bt!’ 7" 
the Italian by Fiat; the Swedish by p °° | 
the S. K. F.; the German by J. E.G. ticipa we 
Siemens Schuckert, and Mannesmann; — 
the English by the Western Telegraph of awe ; 
Company; the North American by § . at 
Ford, General Motors, Studebaker, 0 
Standard Oil, and the Texas South § P*”°° | 
America Company, etc., etc. In the solely ‘ 
same category belong the innumerable Bo °'** 
agencies of shipping and insurance com- ange 

lal, 


panies of all nationalities, which are to 
be found in every big city. 

The form generally adopted is that 
of branches and agencies of central 
companies, or branches which function 
here as domestic companies under the 
name of the parent company with 
the addition of “do Brasil.” This 
kind of business is neither characteristic 
of Rio Grande do Sul nor of especial 
interest for our study. It represents, 


and Sac 
represen 
do Sul. 

only in- 
R. G. i 
nately, 

obtainal 


properly speaking, the common tend- A ee 
ency toward expansion of production f— | a 
by overseas industry, which cannot be a 
satisfied with the national and con- — ?" a : 
tinental markets and is therefore led to ri “a 
seek outlets for its products throughout e all 
the world. vl = 
These enterprises, though they oper- “i ss 
ate as “national” companies, bring no g sige 
new capital into the country and give re 
rise to no new production; they merely prego 
represent a convenient form of organ- pa te 
ization for an outlet market. Under any 
the best conditions they adapt them- J. 
selves to the requirements of the tariff, pe 
import parts, and set up workshops Cia "a 
for ee them in the country aks 
itself. a 
We are, however, more interested popes 
in the work which confronts the foreign as 
capital which is imported, and which neckual 


works in the country, organizes pro- 


, of the « 
duction and produces goods and values, 





shares the economic fate of the land, 
| must go with it through thick and 


ana 
thin: in connection with which its 


ticipates in the risks of the enterprise 
and is paid a yearly tribute in the form 
of dividends. 

It is a peculiarity of this direct par- 
ticipation in domestic joint stock com- 


LiCl} 


panies that it is of interest almost 
solely to Anglo-Saxon capital, which 
interest. is mainly concentrated on 


public-utility companies. English cap- 
ital, which dominates in Minas Geraes 
and Sao Paulo, is relatively poorly 
represented in the State of Rio Grande 
do Sul. We find it in strong position 
only in the case of the Light & Power 
R. G. in Pelotas, for which, unfortu- 
nately, no detailed statements were 


obtainable. 


North American Capital 


The part played here by North 
American capital is much more impor- 
tant. It predominates in the case of 
public utilities; and it is interesting to 
note in this connection that the North 
Americans in Rio Grande do Sul were 
not willing to form connections with 
any of the new establishments, but 
have taken possession of the inheritance 

their Argentinean forerunners by 
means of stock purchases, and from 
his starting point have proceeded to 
broaden and extend the field of work 
by drawing up programs of organization 
in terms of years and decades. ‘Thus, 
lor instance, the latest report of the 
Carris Porto Alegrense, under 
h American control, gives an in- 
-d teresting picture of proposed financial 
and technical reconstruction, in which 
h it is to be noted that the new group 
undertakes to place at the disposal 

the company the sum of 20,000,000 
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milreis in the course of five years. 
**These amounts,” says the statement, 
“‘will be applied to the improvement, 
enlargement, and renovation of our 
service.” 

Systematic penetration of economic 
life by North American capital and the 
forcing out of European capital is an 
actual fact throughout South America, 
but is shown especially clearly by the 
case of the State of Rio Grande do Sul. 

All the national foreign loans are 
placed in North America, as for instance 
the 8% loans of 1921 and 1926 through 
the banking house of Ladenburg, Thal- 
mann & Co., and the latest great 6% 
consolidation loan through White, Weld 
& Co., both New York firms. But the 
municipalities too, which used to turn 
to the English market (the £600,000 
loan to Porto Alegre in 1909 and the 
£600,000 loan to Pelotas in 1919) now 
obtain their credit exclusively from New 
York. For example, Porto Alegre has 
floated the following loans in New York: 
$3,500,000 in 1922, authorized by the 
law of December 5, 1921, $4,000,000 
in 1926 under the law of November 
17, 1925, $2,250,000 in 1928 under the 
law of November 22, 1927. In 1927, 
moreover, arrangements were made with 
J. G. White & Co. of New York for 
a “consolidated municipal loan” for 
the following municipalities: Cachoeira, 
Pelotas, Uruguayana, Livramento, Cax- 
ias, Rio Grande, Bagé, and Sao 
Leopoldo. 

The same phenomenon is observable 
in connection with the joint stock com- 
panies. Inthe first place, North Ameri- 
can capital has obtained control of en- 
terprises connected with railroads, 
power, and light; Cia. Carris Porto 
Alegrense, Cia. Energia Electrica Rio- 
grandense, and Cia. Telefonica Rio- 
grandense, together with the Usinas 
Electricas Riograndenses, are wholly 
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under the influence of North American 
capital. 

The structure of control and method 
of organization can best be seen from 
the following diagram: 


Electric Bond and Share Company 


New York 
Emprezas Electricas Comp. Brasileria de 
Brasilerias Forca 


S. A. Rio de Janeiro Electrica (U. S. A.) 


admitted to Brazil 


Cia. Carris Porto Cia. Energia Electrica 
Alegrense R.G 


The Emprezas Electricas Brasileiras S. 
A. apparently acts as organization 
centre and the Cia. Brasileira de Forga 
Electrica as financial centre. 

The diagram of companies controlled 
by the Cia. Telefonica is practically the 
same: 


International Telegraph and Telephone Co. 
New York 


Cia. Telefonica Rio Grandense—Porto Alegre 


It is possible that this control is exer- 
cised not directly but through the 
Argentinean branch of the firm in 
Buenos Aires. 

North American capital has organized 
its participation in the tobacco factories 
according to the same pattern: 





The same concern, which has recently expanded 


greatly in Brazil, also controls the following 

companies: 

Bahia Cia. Energia Electrica de Bahia Bahia 
Cia. Linha Circular de Bahia . 


Sao Paulo Cia. Frangane de Electricidade Franga 
Cia. Melhoramentos de Batates Batates 

Parana Cia. Forca e Luz de Parana 
Minas Geraes—Bello Horizonte. At the end of 


September 1929 “this concern acquired the power, - 


light, and tramways of the city of Bello Horizonte 
and two other municipalities in the neighborhood of 
that capital,” for which a special company, the Cia. de 
Forga e Luz de Minas Geraes, was organized. 

We believe, moreover, that this concern has a hand 
in the affairs of several other companies where its 
participation has not been made public. 


British American Tobacco Corporation 
New York 


Cia. Souza Cruz in Rio de Janerio 


Branch factory in Rio Grande do Sul 


Another realm of North American 
capital is the meat and packing indus. 
try. The well-known firm of Armour & 
Co. of Illinois has a branch in Livra- 
mento. Swift & Co. of Chicago has a 
branch, Swift do Brasil, represented in 
Rio Grande through the purchase of the 
former Cia. Frigorifica Rio Grandense. 

It is unfortunately impossible in these 
cases to determine the extent of the 
capital invested, since this is not a 
question of a local independent com- 
pany. The principle of direct partici- 
pation in production remains the same, 
however. 


Argentinean and European Capital 


The part played by Argentinean 
capital, which used to be dominant in 
the now Americanized public-utility 
enterprises of Rio Grande, has become 
much smaller. The change occurred 
partly by reason of the sale of the 
controlling blocks of stock owned by the 
Argentinean banking house of Super- 
vielle & Co. 

Smaller lots of stock are still in the 
possession of capitalists in Rio Grande 
(especially in Porto Alegre) and Argen- 
tina; but influence and management 
have shifted to New York. 

The Argentinean banking house men- 
tioned above still controls the Cia. 
Uniao Industrial Rio Grandense in Rio 
Grande. Argentinean capital also par- 
ticipates in the agricultural enterprises 
of the country, as for instance in the 
Cia. Moinhos Rio Grandenses, the 
Sociedad Sud Americana Financeira ¢ 
Industrial, the Kessler, Vasconcellos & 
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Cia. Ltda. (which, however, is not a 
‘oint stock company) and in the S. A. 
La Arrocera Argentina to the extent 
f about 50%. 
The German capital invested in local 
stock companies is insignificant 
compared with the numerous 
German population of the state. The 
explanation is that the German-Bra- 
ians use their accumulated wealth 
-o earn more money for them in their 
wn undertakings, which are organized 
as private firms, or acquire an interest 
local joint stock companies for 
investment purposes. The homeland 
not been in a position to export 
apital since the War; on the contrary 
it has gone over to the class of the 
apital-poor and capital-seeking coun- 
A certain amount flows in from 
Germany, of course, especially through 
business connections in Hamburg, Bre- 
men, etc., but this takes place secretly, 
nerally in the form of a silent partici- 
tion in the German firms doing busi- 

s in Brazil. The only corporation 
n which Imperial German participation 
could be established is the Varig which 
is connected with the Condor Syndicat 
in Berlin. The firm of A. G. Dycker- 
hoff & Wiedmann which does business 
here is a branch of the Argentinean 
branch of the German firm of the same 

Direct participation of the Latin 
countries in Rio Grande joint stock 
mpanies cannot be established. Bel- 
gium, which formerly played a certain 
part, has been unimportant as an ex- 
rter of capital to Brazil since the 
ansfer of the railroads to the State. 

It is interesting to examine one 
characteristic of the foreign capital in 
the light of its significance to the state. 
lhe North American market is the 

adest and cheapest which sends out 

hnicians with its capital (as England 
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does also). Europe is preoccupied with 
her great problems of living and repa- 
rations, has much to do on her own 
Continent, and—and this should be em- 
phasized with relation to Germany— 
is now obliged herself to depend upon 
the inflow of capital from America. 

Capital, however, migrates not alone 
but together with people. North 
America and England send technicians 
and specialists to accompany their capi- 
tal; Europe, on the other hand, sends 
human material—principally traders, 
laborers, and farmers—immigrants who 
may occasionally bring about a con- 
siderable inflow of capital through their 
connections, but who are generally 
adventurous and casual rather than 
systematic in character. 

To North America, South America 
is just such a field of operations as 
Europe; but to Europe, South America 
is even today something exotic and 
adventurous. We must admit, how- 
ever, that the European who comes 
over with this notion is soon obliged 
to realize that “‘agui ndo se plantan 
patacas”’ (money doesn’t grow on bushes 


here) ! 
Conclusions 


The foregoing study enables us to 
reach the following conclusions: 

1. The process of industrialization 
of the country is a well-established 
fact, in connection with which it is to 
be noted that the geographic and 
climatic situation of the state permits 
of the realization, in the event of in- 
creasing industrialization, of the idea 
of economic independence, almost of 
autonomy. 

2. At the same time, however, we 
must admit that there is a tendency 
of national industries to pass into 
foreign hands. Telegraph, telephone, 
power plants, tramways, and match 
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factories? are systematically bought 
up by foreign capital. 

An influx of foreign capital is ab- 
solutely necessary to the economic 
progress of the country. Foreign capi- 
tal in times past brought into being 
the modern industries of Europe and 
America. But the inflow must be 
consciously and systematically regu- 
lated; a clear policy must be followed; 
and the choice must be made among 
markets of varying political and eco- 
nomic desirability. From this point 
of view, North American capital would 
be welcome at this time. 

The disadvantages of North Ameri- 
can capital should not be exaggerated 
in 1931 as was the case forty years ago 
and as was perhaps justified before 
the World War when Eduardo Prado 
gave his arresting description of it, 


We should, however, also keep jp 
mind the possibility of full utilization 
of the national capital market. Up. 
fortunately the capital market in Rio de 
Janeiro is still too young and has too 
many demands upon it; moreover, on 
account of the internal political situa. 
tion in the State of Rio Grande do Sul, 
it is not particularly accessible. But in 
the country itself, where some capital 
accumulation has already occurred, 
part of the growing economic needs 
could be met by a systematic policy, 
The State has hitherto made only small 
demands on the market; the entire 
domestic state debt amounts to about 
7,500,000 milreis. 

The national banking organization 
has already assumed imposing propor- 
tions. The official figures give the 
following picture (December 31, 1927): 

















Banks: National Foreign 
Head Office: In This State In Other States 
(In Milreis) 
(In Milreis) (In Milreis) 
ME 5 uc wiucy Ca hate cob nlc a ain eae 2,201,261, 339 35,258,207 196,092,978 
Ce IID 6 vkticicsnresesngndoncwenen 122,000,000 SOND FE kekda dives 
a ee eee reo 62,844,160 Pt errr erry 
PE ivdsndntneeedcesusedacduneanbaneetel 638,273,907 10,089,625 37,428,208 














based on the instance of Mexico; 
Prado’s observations upon the “ Ameri- 
can Illusion” are nevertheless worthy 
of the greatest respect today. 





*The match factory in Sao Leopoldo, which 
formerly belonged to the Cia. Geral de Industrial, was 
sold to the Cia. Brasileira de Phosphoros in Rio de 
Janeiro, which latter company in turn is a subsidiary 
controlled by the Swedish (or, properly speaking, the 
Swedish-North American) trust. 
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So far as owned capital and deposits 
are concerned, the national banks really 
occupy a monopoly position. They 
need, however, a much closer and more 
effective contact with the world money 
market. Energy and _ initiative are 
required in order to bring national and 
international capital into the country 
and to regulate it by systematic 
guidance. 
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DETAILED OUTLINE OF A STORE IMPORT 


ORGANIZATION 


AND ROUTINE 


By E. WEDEMANN 


HE necessity of analyzing the 
organization and activities of a 
department-store import office is 
f the greatest importance in this era of 
ighly efficient and keenly competitive 
merchandising organizations, where no 
branch or policy can long exist without 
sufficient justification for its existence. 
It has been definitely established 
that foreign merchandise occupies a 
finite position in the sales of a modern 
tail organization. ‘There are certain 
factors in the make-up of foreign 
merchandise which add considerably 
the self-selling ability of imported 
roducts. Style and good taste are 
becoming greater factors in merchandis- 
ing, and foreign merchandise helps to 
eet these factors because :— 


1. European and Far Eastern civiliza- 
tion, with its great background in art, is 
ble to develop a style and taste in mer- 
chandise which, in many instances, cannot 
be duplicated in the domestic market. 

2. Cheaper labor in foreign countries 
‘nables the production of merchandise, 
created with individualistic taste, at prices 

ich could not be duplicated in this 
I arKket. 

There is developed abroad a handi- 
ft in trades which has not been devel- 
in this country. With the present 
nd towards the great expression of style 
merchandise, this handicraft has a 
led advantage of individual expression 
merchandise produced on a larger 


Due to the fact that foreign mer- 
ndise offers certain advantages in 
ncreasing the sales of an organization 
i, consequently, the profits, and also 
meeting a definite consumer demand, 
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it is of importance that we import 
merchandise. 

The importation of foreign mer- 
chandise on any scale, large or small, 
sets up a demand for an organization 
to handle the purchasing of this 
merchandise abroad and later its im- 
portation into this country. The advis- 
ability of having separate European 
organizations in the main merchandise 
centers, of course, depends entirely 
upon the volume of foreign purchases. 
Such units in a foreign-office system 
are a decided advantage for the follow- 
ing reasons :— 

1. The personnel of these organizations 
is definitely acquainted with the needs of 
the selling organization and the buying 
public. This contact is arrived at by 
having various assistant buyers of the 
European organizations come to this coun- 
try and definitely acquaint themselves with 
our organization and its needs. 

2. These foreign offices prepare the 
markets for our buyers. They must select 
the best sources of supply. They must 
constantly seek new sources of supply. 

3. They represent us in all our business 
dealings with manufacturers. 

4. They acquaint us with all style trends 
and changes which occur in the fashion 
centers of Europe. 

5. They handle the payments, forward- 
ing and shipping of the merchandise. 


With these points in mind concerning 
the status of our foreign organization, 
we come to the question of the type 
of organization which is going to 
handle the importation of the mer- 
chandise into this country. When dis- 
cussing this organization, we must 
have in mind an office which will do 
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more than just the mechanical opera- 
tions of bringing merchandise into the 
store. It must not be a passive organi- 
zation; rather, it must assume the 
aggressiveness typical of any selling 
organization. In planning such an 
organization and its routine, I think 
it best to view it from the standpoint 
of the functions that it performs. If 
one clearly understands its functions 
and purposes, the actual personnel 
of the organization can be guided 
by the volume of business transacted 
by the office. It is of far greater impor- 
tance to understand the functions than 
to attempt to outline any particular 
work a certain person should carry 
on. With this in mind, it is the pur- 
pose here to discuss the organization 
by the functions it performs. It must 
be organized so as to serve the following 
purposes :— 


A. To bring imported merchandise into 
the store. 

B. To serve as a definite contact between 
the buyers and the selling departments on 
one hand and the European organizations 
and markets on the other. 

C. To act as a_ business-promotion 
organization—that is, to try to increase 
the purchases made abroad, through a 
well-organized system of sampling new 
merchandise. 

D. To serve as a central organization 
for the distribution of style information 
received from our foreign organizations. 


In order to give the best picture of 
the detailed organization of such an 
office, it is best to take up separately 
the work done in accomplishing the 
above outlined points— 


A. Bringing Imported Merchandise into 
the Store 


Under this operation it is best to 
classify the work under the following 
groups: 


a. Making of the customs entry. 

_ b. Figuring of the landed cost and figur. 
ing of the bills for the merchandise for the 
individual departments. 

c. Traffic work. 

d. Handling of claims and insurance, 

e. The remittance of funds abroad for 
the payment of merchandise. 

The operation of this work should 
be organized to such a degree that the 
work can be efficiently handled by a 
trained staff of clericals under the 
supervision of an experienced man 
who is an assistant manager of the 
department. The main objective, to 
which this work should lead, is the 
bringing of the merchandise into the 
store in the quickest possible manner 
and in the shortest time. 

a. Making of the Customs Entry.—This 
operation necessarily entails a great 
amount of speed and accuracy, because 
it must be made within a set period of 
time, and, furthermore, because the as- 
sessment of merchandise at the correct 
duty rate is of the highest importance. 

These operations can be made highly 
efficient by the use of electric calculat- 
ing machines operated by trained 
operatives. 

The first operation is the classifica- 
tion of the invoice by the duty-rate 
clerk. This classification should be 
made by a rate clerk experienced in 
this line of work and who, due to con- 
stant application, is extremely well 
versed in duty rates. This classifica- 
tion is of the highest importance, for it 
is one of the greatest factors in the 
final landed cost of the merchandise. 

After the classification has been 
concluded, a calculating operator picks 
out all the amounts for each classifica- 
tion and multiplies them by the duty 
rate. One classification is tabulated 
after another and in this way the total 
of duty to be paid on invoices is found. 
The regular customs entry blanks 
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nerly made out and computed, 


the rated consular invoice, together 
vith the shipping documents, are then 


y for a complete check-over by 
assistant manager in charge, and 
the customs entry is made 


immediately. This system of classifica- 
tion has proved to be extremely accu- 
-ate and the entire operation can be 
onsummated with considerable speed. 


b. Figuring of Landed Cost.—In order 
letermine most accurately the landed 
t of merchandise, all expenses con- 
ted with a shipment should be 
finitely allotted to the merchandise. 


his can be done best through the use 
of landed cost sheets. On these sheets 


amounts of case and packing, 


ight, cartage, duty, brokerage and 


insurance, together with the first cost 
f the merchandise, are itemized, and 


en calculations are made to find the 


xact landed rate and cost of the mer- 


ndise. These landed cost sheets are 

y valuable as checks in figuring ac- 

rately the landed cost of merchandise 
also as a means of comparison 


between shipments of similar merchan- 
lise arriving at different times. 


Closely allied with the procedure of 


figuring the landed cost is the issuance 


bills for the merchandise to the 


individual departments. 


We have found it possible to have 


‘uropean manufacturers in some coun- 


; make original invoices on blank 


invoice forms furnished to them by 


organizations abroad. This, of 
irse, is of considerable aid towards 


the adoption of standard invoice forms. 
is standard type of form, as made 


t by the manufacturer, is then used 
the office here as the bill to the 


lepartment. These invoices are typed 


six copies by the manufacturer 


and then forwarded to our offices 
abroad, where one copy is filed and one 


copy consularized and mailed to us 
with the other four copies. The con- 
sular invoice is, of course, submitted 
to the Government, while the second 
copy is the one used for billing the 
merchandise to the individual depart- 
ments. These standard invoice forms 
are adopted in such a manner that the 
landed cost per unit, the total landed 
cost and the selling department’s retail 
price can be noted in extended columns. 
You will easily see that a form of this 
type is a considerable saving of time 
and labor on the part of the New York 
office. All of the bills should be closely 
checked with the landed-cost rate 
before issuance by the assistant man- 
ager in charge. 

c. Traffic Work.—Much can be done 
in this work towards the getting of 
the merchandise into the store or 
warehouse with the greatest possible 
speed. 

At the time that the customs entry 
is submitted, delivery orders should 
be given to your truckman for the 
carting of the cases from the steamship 
piers to the store or warehouse. A 
close tie-up should also exist between 
the customs broker and the truckman, 
so that, immediately after an entry 
has been passed, the truckman is 
notified by the broker, and steps are 
taken so that immediate delivery of 
the cases is made. 

This work constitutes a continual 
check-up on cases, the most important 
follow-up being on cases in Appraiser’s 
Stores. These should be kept down 
to a minimum and every effort should 
be made to get the quickest release 
of these cases. Closely allied with 
this, also, is the examination of cases 
containing foodstuffs by the Depart- 
ment of Agriculture. 

Immediately upon the receipt of 
cases in the store or warehouse, the 
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bills should be issued to the Marking 
Division in order that the merchandise 
be made accessible to the selling depart- 
ments with theleastdelay. Bills should 
never be issued to the Marking Division 
before cases arrive, because holding 
the figured bills in a separate file con- 
stitutes another check on cases not 
yet delivered. 

In connection with the traffic work, 
we have instituted a procedure which 
is of considerable help to _ buyers. 
The third copy of the invoice which 
has been received from abroad is 
placed in a buyers’ file, from which 
can easily be ascertained what mer- 
chandise is due to arrive for their 
departments within a few days. Many 
buyers have found this advance infor- 
mation very helpful in planning their 
department sales. 

An important operation, of a research 
nature, should also come under the 
traffic branch, that is, the compiling 
of information in regard to packing 
and freight charges. 

Information on packing can be gath- 
ered by closely working with the 
person in charge of investigating claims. 
Instances of poor packing and sugges- 
tions of better packing can be gathered 
by inspecting packing methods when 
cases are opened. Any criticisms as 
to packing methods should be promptly 
transmitted to the offices abroad in 
order that the poor packing may be 
eliminated. We have been very suc- 
cessful in having a considerable amount 
of our imported chinaware pre-packed, 
by manufacturers, in strawless cartons 
which are ready for delivery to cus- 
tomers without any further packing after 
they are received in our warehouse. 

A constant check should be kept on 
trucking charges in order that the 
lowest rate will be paid on the cartage 
of all cases. 


These three operations—that is, the 
making of the customs entry, the 
figuring of landed cost and billing of 
merchandise, and traffic work-——are 
very closely allied; therefore, it js 
extremely essential that the operation 
be carefully supervised and guided ip 
order that the system operate with the 
greatest amount of efficiency. You 
will appreciate the importance of these 
operations when you consider that 
during a season of six months we 
handle close to 15,000 cases and, during 
our peak periods, around 800 to 1,000 
cases per week of greatly varied types 
of merchandise. 

d. Handling of Claims and Insur- 
ance.—Another function under this 
group is the handling of claims and 
insurance. ‘The question of insurance 
brings up the problem of whether the 
risk of damage and pilferage should 
be covered through self-insurance or 
covered by outside underwriters. 

Self-insurance, of course, should 
not be undertaken unless the volume 
of imports is large and steady through- 
out the year, and the shipments numer- 
ous and none too large, so that a single 
loss would not wipe out the entire 
reserve fund. Merchandise charged at 
a nominal rate under this procedure is 
assured of practically full coverage. 

Regardless of whether merchandise 
is self-insured or covered by outside 
underwriters, it should be covered to 
such an extent that the foreign office 
is in a position to assure all buying 
departments that they will be charged 
for only perfect merchandise, the dam- 
aged or pilfered merchandise cost being 
absorbed by the self-insurance fund 
or by the outside underwriter. 

A vigorous policy should be pursued 
in regard to the handling of claims, 
especially if one is operating under 
the self-insurance plan. Claims should 
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made, through the foreign organiza- 
against manufacturers, where 
merchandise is delivered not according 
samples or order, or where the dam- 
is excessive and probably due to 
r packing. Claims should be made 
inst common carriers where it is 
evident that the pilferage occurred 
hile the merchandise was under their 
ipervision. Statistics should be care- 
y kept along these lines in order 
to determine the amount of allowance 
sranted, the number and amount of 
laims made, and the amount of collec- 
s received against the claims made. 
In this manner, it is easily discernable 
whether your policy on claims and 
nsurance is followed up vigorously 
enough and to your advantage. 
The Remittance of Funds Abroad for 
the Payment of Merchandise.—This is 
: last operation which may be con- 
sidered under this group. This opera- 
tion involves the remittance of funds 
accounts in various banks in Europe, 
n which our European offices have 
the right to draw. These remittances 
are made upon cable requests received 
m our European offices. Letters of 
edit are established for manufac- 
turers in some instances where we have 
foreign organization covering that 
territory. This is especially true in 


the conducting of our business with the 


Far East. This function, although 
it requires careful supervision by the 
lepartment manager, is of a routine 

ture and needs no further discussion. 
covers, in a somewhat brief 
itline, the functions which may be 

ified under the first caption as to 


This 


the purposes and activities of a foreign 
“€ 


‘—namely, bringing imported mer- 

indise into the store. 

\ll of the above mentioned opera- 
are of a passive nature and are 

re or less taken for granted as a 


\ 
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justification for having an import office. 
Let us now discuss those functions 
which should not be of a passive 
nature, but rather of an aggressive 
type; functions which, if properly 
guided and executed, should lead to 
having the import office increase stead- 
ily in importance in its relations with 
all the departments of the store, and 
functions which should increase the 
business done by the import office; 
for, after all, isn’t the import office, 
like a selling department, trying to 
increase the volume of merchandise 
bought abroad? 


B. Contacts with European Sources 


Under the second heading of the 
purposes of a foreign office, we listed 
the function—To serve as a definite 
contact between the buyers and the 
selling departments on one hand and 
the European organizations and mar- 
kets on the other.”” This is a very 
important function because it brings 
the import office into contact with 
practically all of the buyers and mer- 
chandise managers in your organiza- 
tion. This contact should be used as a 
method of acquainting the buyers and 
merchandise managers with the mar- 
kets and constantly changing trends of 
Europe. It involves the giving of 
information as to the progress made 
in the placing and filling of orders, 
offers of new merchandise, and infor- 
mation regarding price and market 
changes. 

On the other hand, it offers an op- 
portunity to acquaint our foreign or- 
ganizations with the needs of our 
store. It acquaints them with the 
wants of the consumer, and shows the 
European offices what the viewpoint 
of the buyer is on their types of mer- 
chandise and how his needs might be 
satisfied. It also acts as a medium of 
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coinciding the American viewpoints 
and customs with those of Europeans. 
If all this contact work were left to 
the buyer, very little of it would be 
done due to the fact that a buyer is so 
occupied with his departmental func- 
tions that little time is left for him to 
express views and needs to the foreign 
organizations. 

This function allows the foreign 
office to establish somewhat of a mutual 
understanding between the buyer and 
foreign organization. This function of 
good-will can be classified best under 
three headings :— 

1. Handling of Correspondence. 

2. Handling of Orders. 

3. The Preparation of Buyers’ Trips. 

The handling of correspondence can 
be subdivided into (a) cables and (b) 
letters, publicity articles and magazines. 

a. Cables.—Cable correspondence is 
becoming increasingly important in 
the handling of foreign-office busi- 
ness. Naturally, a sudden demand 
for additional merchandise can be far 
more speedily handled by cabling than 
by ordinary mail, and this, of course, 
applies to all transactions where speed 
is the important factor. Being of 
such importance, it is best that these 
matters be handled by some responsible 
man in your office, preferably an 
assistant manager. 

All incoming cables should be typed 
immediately, in a sufficient number 
of copies, so that all interested parties 
will receive a copy. It is our practice 
to deliver these copies by messenger. 
This personal delivery is followed by 
a check-up later in the day by the 
assistant manager himself. In _ this 
manner, all cables are answered at 
least the same day as they are received. 

From experience, we have found it 
most advisable to dispatch most of 
our cables by the deferred rate. When 


taking into consideration the difference 
in time between New York and Euro- 
pean centers, it will be found that in 
most instances this method is satis- 
factory. It is only when the cable 
regulations in reference to the ratio 
of numbers and other factors enter 
into it that code is used. 

The item of expense must also be 
considered when discussing this sub- 
ject, because if cable correspondence 
plays an important role in your work, 
you will realize that cable expense is 
quite an item to be taken into account. 

At present we are attempting to 
work out a code which may suit our 
needs better than the regular estab- 
lished codes do today. We believe 
this possible because many of the 
phrases used in regular correspondence 
of our type are somewhat standardized 
and may be adapted to coding. Ifa 
code could be developed which would 
fully satisfy the needs of offices such 
as ours, a great saving could most 
certainly be made. 

b. Letters.—Mail correspondence be- 
tween offices should’ be standardized 
and conducted along the simplest lines 
possible. There should exist the fullest 
understanding as to the routine fol- 
lowed on this point. This can be 
arranged very easily by instituting 
a system whereby all letters are termed 
either “‘ Please Reply” or “‘No Reply.” 

All letters, incoming and outgoing, 
should be clearly marked with either 
of the two mentioned headings. No 
misunderstanding can then occur as 
to whether or not an incoming letter 
is to be answered, and vice versa, whether 
the European organizations are ex- 
pected to reply to your letters. 

A simple follow-up system can be in- 
stituted whereby all incoming “ Please 
Reply” letters are assured of an answer 
within a set period of time, and also 
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ence whereby all of your outgoing “‘Please should be initialed by the manager, 


curo- Reply” letters are answered. This after they have been properly signed 

at in follow-up should be checked periodi- and before they are dispatched. 
‘atis- cally by an assistant in the department. In order to help buyers figure the 
able It has been found advantageous to landed cost of all orders, we have 
ratio to our offices abroad, publicity compiled landed-cost rate sheets for 
nter nd advertising items which have ap- each type of merchandise, showing 
d in almost all of our daily approximately at what price merchan- 
> be newspapers and monthly magazines. dise will land in the various currencies. 
sub- Their reforwarding of these items to To illustrate, this chart for a certain 
ence espective manufacturers has helped type of merchandise will show that 
ork, iderably in showing these people the French franc will land at .067 
e is methods employed in fostering and an Italian lira at .086. By taking 
unt. products. It leads to a better the cost of an item in francs or lire, 
to lerstanding and closer relationship deducting the discounts and then multi- 
our manufacturers. plying it by the rate, a very accurate 
tab- [t is also well to establish a file of landed cost can be arrivedat. By simi- 
eve oreign publications and magazines in lar multiplication by the total quan- 
the import office. It gives buyers tity, the total landed cost of the order 
nce pportunities to observe style and canbefound. ‘This system has proved 
zed business trends as they occur abroad. so successful that on most of our 
if a [t puts them into closer contact with orders we are also noting the retail 
uld markets in which they buy. They price on the order checker’s copies. 
ach wn to members of our Publicity This tells us, even before the mer- 
ost Department. Anyjournalsandreports  chandise is ordered, what the planned 
iling with shipping, finance and _ retail price will be and into what price 

he- ms operations are held on file range the merchandise will fit. 


zed for reference purposes. These orders, when received by our 
| handling of orders is another European offices, are typed on their 


est rtant operation of any import own order blanks and then forwarded 
ol- . They should be handled with to the manufacturer. When buyers 
be t efficiency and speed in order place orders, the delivery date and 
ng they may be dispatched as quickly cancellation date must be specified. 
ed ssible. We have found it very These dates must be strictly adhered 
” factory to have orders placed from to, and no change may be made without 
1g, } York written out by the buyers authorization from the New York office. 
er ir assistants. ‘This is a definite The last of these functions which 
Jo ntage, due to the fact that it should lead to closer contact with the 
as ighly acquaints them with this buyers is the arranging of buyers’ trips 
er rtant phase of foreign purchasing. abroad. 
er ‘ull information as to style, quantity, The Foreign Office should determine 
x. iption, size, color assortment and as early as possible the plans for 
must appear on these orders. buyers’ tripsabroad. ‘This is of advan- 
7 information as to prices and discounts, tage both to the buyer and to the 
se with the other details, should European office. It allows the buyer 
of irefully rechecked by a person fully to prepare his plans for the trip 
0 import office, and all orders and it gives the European organizations 
5 
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time to prepare themselves for one 
of the most important services they 
are to render—the preparation of the 
market. In order to give the buyer 
the best sources of supply available, 
a certain amount of research is always 
necessary, no matter how fully the 
market is covered by the office. The 
cooperation of the New York office 
on this point, in advising the European 
offices of the planned itineraries, is 
of the utmost importance and should 
be stressed. 

In order conveniently to know of 
the buyer’s whereabouts, it is a good 
plan to chart the itineraries, the chart 
clearly showing the offices at which 
a buyer will work between certain 
dates while he is abroad. ‘Purchasing 
budgets are usually arranged between 
buyers and their merchandise managers. 
Copies of these budgets should be 
mailed to all European offices which 
the buyer plans to visit, and should 
be in the possession of the European 
offices before the buyer arrives in 
that territory. The securing of steam- 
ship accommodations and funds for 
the buyers is somewhat of a routine 
procedure. Some import offices no 
doubt secure their reservations direct 
from steamship lines, while others 
work with agents. The funds given 
to a buyer are most naturally based 
on the allowance granted by the organi- 
zation and the length of the buyer’s 
trip. 


C. Business Promotion Organization 


The third function which should be 
included in the work of any progressive 
foreign office is—the performing of 
duties as a definite business-promotion 
organization with the purpose of con- 
tinually trying to increase the purchases 
made abroad. 

This is best accomplished by having 


instituted a well-organized system of 
sampling new merchandise. The ex. 
tent of this system depends, of course, 
somewhat on the type of foreign rep. 
resentation that an organization has; 
by which I mean, whether you are 
handling your foreign purchases through 
representatives, commission agents or 
your own established offices. If the 
business is handled through agents, this 
system of sampling new merchandise 
cannot be developed to its fullest 
extent for the reason that agents, 
necessarily, are unable to devote their 
full time to developing markets in 
certain types of merchandise for indi- 
vidual concerns. 

On the other hand, your own foreign 
offices are in a position to devote their 
time to the development of their respec- 
tive markets for their individual organi- 
zation. In working out this function, 
we have organized a system which 
is constantly increasing the scope of 
its activities in finding new sources 
of supply and increasing the amount 
of business of our organization. 

The foreign offices must be con- 
stantly on the alert in discovering new 
merchandise which, in their minds, 
would find ready sale in departments. 
The selection of these items and the 
dispatching of them to us, with all 
the necessary information, naturally 
forms the basis of this entire sampling 
system. The organization here should 
be equipped first with a sample room 
where the sample merchandise may be 
displayed to advantage. This has 
proved to be a very important factor, 
for a sample naturally loses consider- 
able of its artistic value and style if 
displayed without any regard whatso- 
ever to background. Secondly, the 
sample room should be in charge of 4 
stylist who is acquainted with the 
needs of the selling departments and 
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DETAILED OUTLINE OF A STORE IMPORT ORGANIZATION 


is able to give sound and valuable 
riticisms to the foreign offices on the 
ples received. The stylist must 
ible to inform the offices abroad, 
samples are received of good 
but too high in price, at what 
the merchandise must land so 
that an order may be placed. 
Considerable routine work is con- 
ted with the handling of samples 
re they can be placed before a 
buyer correctly. Every sample re- 
ved from a foreign office must be 
mpanied by a sample report, which 
made on a special form and gives 
name of the manufacturer, the 
t cost of the sample, the terms and 
time required for deliveries. If the 
ple represents some style or trend, 
cial notations are made as to where 
seen or displayed. The bill 
the sample must be carefully figured 
d, when the calculating is completed, 
ist show two figures—the cost of the 
tual sample and the cost per piece 
this merchandise is imported in 
quantity. This last figure is of utmost 
nportance due to the fact that the 
inal sample is landed in a case with 
y other samples, while if the mer- 
handise is landed in quantity, the 
king, shipping and freight charges 
t be considered in order to show an 
irate landed cost. 
When the sample report has been 
eived and the bill has been figured, 
e sample is then ready for presenta- 
nto the buyer. ‘These details must 
taken care of, because a busy buyer 
n loses patience if all the particulars 
tt ready. The buyer, in looking 
the sample, retails the bill. If 
rder is to be placed, it is written 
ediately. If the buyer considers 
ample of good value but does not 
to place an order immediately, 
tylist makes the proper notations 
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and the sample is followed up at a 
later date. If the particular sample is 
not satisfactory, but the idea good, the 
buyer and the stylist should discuss 
the possibilities of changing details on 
the original sample in order that cor- 
rections might be made and an item 
developed which would find ready sale. 

In discussing the sample with the 
buyer, it should be considered from the 
viewpoint of style, color, design and 
whether the price is right. Criticism 
on samples should always be construc- 
tive and definite. Vague criticism is 
worse than no criticism at all. When 
a sample has been fully discussed with 
the buyer, the stylist is then in a posi- 
tion to reply to the sample report in an 
intelligent manner, giving criticism 
which will give the foreign organiza- 
tions further material to work on, in 
order that more business may be 
developed. Many times, especially in 
the case of style merchandise sent in as 
samples, ideas are received which can 
be used in making up domestic mer- 
chandise. Certain designs and styles 
are gotten which can be used on mer- 
chandise of domestic origin where the 
article itself is produced domestically 
at a cheaper cost. 

This type of original promotion work 
offers a real opportunity for the foreign 
office to increase its importance in the 
retail organization. It opens an op- 
portunity for the education of buyers 
as to the possibilities of foreign markets 
as sources of supply for different types 
of merchandise. Many creative ideas 
may be received from samples, and 
if the work is properly guided by a 
person having style knowledge and 
practical merchandising sense, the work 
will reflect as a real credit to the foreign 
office. 

This entire system might be criti- 
cised by the statement, ““Why do all 
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this work when buyers for various 
departments go abroad regularly and 
do a large amount of their purchasing 
while they are in the markets?” This 
statement is true to a small extent 
only; stop to consider the number of 
departments which find an outlet for 
foreign merchandise, and then figure 
out how many of those buyers go 
abroad. Also, take into consideration 
that a buyer’s trip abroad is necessarily 
of short duration and that it is practi- 
cally impossible fully to cover all the 
markets. Should those departments 
which are able to sell imported mer- 
chandise be deprived of information 
as to new sources just because the buyer 
does not go abroad? In those depart- 
ments where a buyer goes abroad 
regularly, should the foreign markets 
be left untouched until the buyer 
goes abroad next year? Should our 
foreign organizations just passively 
supervise the execution of the orders 
placed and then act in the capacity of 
forwarding agents? 

No, the entire foreign-office system 
should continually be on the alert to 
find new sources of supply and keep us 
informed of the new trends and styles 
which are predominant in the market. 


D. Style Information 


The last function which has been 
included among the operations of a 
progressive foreign office, is that of 
serving as a central organization for the 
distribution of style information. 

This service is of increasing impor- 
tance, due entirely to the increasing 
importance of style as a definite factor 
in all types of merchandise. Style is 
no longer curtailed to ready-to-wear; 
it is regarded as being essential to all 
merchandise, and therefore any infor- 
mation of this nature must be compiled 
and transmitted to our buyers as 


quickly as possible. It guides buyers 
in purchases and it assists our Publicity 
Department in its advertising. 

We receive weekly fashion reports 
from our Paris Fashion Bureau. These 
reports are of great value in giving to 
us the weekly trend in that fashion 
mart. It is of the highest importance 
that these reports be as accurate, 
definite and concrete as possible. They 
must be accompanied by photographs, 
sketches and color swatches, in order 
that the trends may be clearly visual- 
ized. Each style report is accom- 
panied by numerous mimeographed 
copies which are distributed to the 
buyers and merchandise managers of 
the ready-to-wear and accessory lines. 

These reports and also any copies 
of cables containing style information 
should be distributed with the least 
possible delay. In the same manner, 
style reports on modern art trends from 
Germany, and men’s fashion reports 
from London, should be distributed. 


Conclusion 


The staff of any successful foreign 
office should have an aggressive and 
active, rather than a passive interest 
in their work. ‘They must be resource- 
ful and able to cope with situations as 
they arise and with considerable fore- 
sight. ‘They are dealing with the Gov- 
ernment. They are the intermediaries 
between buyers, stylists, merchandise 
managers and people who are great 
distances away. They must be wide- 
awake to any new developments which 
might affect foreign business. ‘The 
organization must function properly 
and with the greatest amount of ac- 
curacy and speed, in order that the 
foreign office might attain that posi- 
tion of importance which it legiti- 
mately deserves in a department-store 
organization. 
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GROUP BANKING IN THE NORTHWEST 
By GARDNER B. PERRY 


banking in the United States to such 
extent that even up to twelve 
ago branch banking existed only 
isolated instances. ‘There were the 
( Exchange Bank in New York 
City, the Bank of Long Island on Long 
Island, banks with their branches in 
Detroit, the more extended branch 
banking in California, with the Bank of 
California and the rapidly growing 
Bank of Italy, and here and there over 
he country a few other cases. All in 
branch banking was little known 
except in a few places and except to 
e who had had experience or knowl- 
edge of the systems in Canada or in the 
European, Asiatic or Latin American 
countries. 
The unit banks seemed to fill the need 
f the American people, who were 
ustomed by long habit to go to a 
bank, even at great inconvenience be- 
cause of its remote location. Then, 
too, business in our larger cities was 
vded into a compact centre and 
| be served with more or less con- 
ience by banks in those centres. 


I DIVIDUALISM has characterized 


Business Branches Out with the 
Decentralizing of Cities 


ihen changes came such as those so 
able in Philadelphia, when its 
financial centre began to disintegrate 
| parts or the whole of some of the 

- banking houses jumped a few blocks 
started a second centre around 
Broad and Chestnut Streets. Similar 
mples occurred on an enormous 

in New York City, where move- 

nts were not merely a few blocks in 
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extent but were measured in miles. 
Today we see New York with its main 
centre at Wall Street, its second centre 
in the Grand Central zone and a few 
other centres dotted here and there. 
This new method of hopping exhibits 
the traits of an entirely different animal 
from the older type of business centre 
crawling to the north, south, east or 
west; for the latter still goes on with 
each and every centre inacity. Upto 
date, the newly formed centres have 
generally prospered and, what is more, 
the old centres have continued to 
prosper. In some cases, notably in 
Detroit, a new centre of prodigious 
size sprang up overnight where one 
might least have expected it. This 
centre was conceived and developed by 
an industry strong enough to influence 
such a move, and is an example of what 
can be accomplished by one industry 
or by several industries in the same line 
of business grouping together. 

We have cities within cities, so to 
speak, and far apart in distance and 
time. Our cities are becoming so big 
that they are decentralizing. Our 
people have less time and less patience 
than other nationalities and are not 
satisfied to save up their shopping and 
business for a later trip “down town.” 
The result has been that the manufac- 
turers and merchants have gone out to 
the people, with branches all over the 
city and countryside. 

Conditions, therefore, have changed 
through the demands of people them- 
selves for greater conveniences and 
services. ‘The last type of business to 
meet this new order of things was the 
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banks, and this tardiness was due 
largely to the inherited conservatism 
of the banker, coupled with antiquated 
and restrictive banking laws affecting 
the national and some of the state 
systems. The manufacturer, merchant, 
professional man and householder soon 
were demanding more service from 
their banks, a demand which focused 
chiefly on the matter of location. In 
those states where branches were per- 
mitted, the banks were forced to branch 
out or lose business to competitors who 
did have branches. 

In those states where branch banking 
is not permitted, there are factors, 
more important than the matter of 
convenience, which enable a big bank 
to hold business against the inroads of 
outlying banks. For instance, large 
business houses and manufacturers, by 
necessity, have to do business with the 
larger banks because of their loan 
accommodations, their foreign connec- 
tions or their foreign branches, and 
other services that are not sufficiently 
available in outlying banks. Illinois 
still forbids branches, and Chicago is a 
unit-bank city. The big loop banks 
hold their business because of their 
size, their strength and their country- 
wide and international connections. 
The banks themselves are far less 
inconvenienced by this state of affairs 
than are their customers. The bank 
carries on its business under one roof, 
but so does its neighbor. Neither 
is handicapped by competition of 
branches, and all can answer the 
customer’s cry for convenience by 
parading the state banking laws. It 
is yet to be seen, in those states that 
do not permit branch banking, how 
long the voters will force themselves 
to use their own legs instead of changing 
the laws and forcing the banks to use 
their arms. 


Branch banking is prevalent not only 
in the cities and states where it js 
permitted, but also in foreign countries. 
There is hardly a manufacturer or 3 
distributor of merchandise, of any 
magnitude, who does not need foreign 
banking service, with the result that 
during the last fifteen years we have 
seen a steady growth in branches of 
our larger banks throughout the world, 
They may be branches of the parent 
bank, or branches of subsidiary organi- 
zations, but they are media for meeting 
the demand of customers and to hold 
the business. 


Combining into Bigger Units 


Unit stores, unit factories, unit public 
utilities, unit railroads, unit insurance 
companies and even the unit profes- 
sional group have combined and are 
combining into larger units that are 
further combining into still larger units. 
To keep pace with this state of affairs, 
the unit banks in cities have found it 
necessary to combine into larger units 
in order properly to take care of the 
larger unit business. The result has 
been that in many cities we now see 
the banking business concentrated into 
a few banks, with resources that a few 
years ago would have seemed impossi- 
ble. The banks, therefore, have not 
only found it necessary to branch where 
they could, but also to make themselves 
large enough to meet the needs of the 
time. 

Further developments in the last few 
years of banks endeavoring to increase 
profits, adding to service and counter- 
acting competition can be seen in the 
consolidation of banks with investment 
houses. Banks like the Chase National 
Bank, National City Bank, The Guar- 
anty Trust Company, the Continental 
Illinois Bank & Trust Company and 
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thers on a smaller scale, have built 
r own security corporations on a 
ntry-wide and an international ba- 
;. Then along comes the Bank of 
erica and in one fell swoop erects 
Blair & Company, one of the big 
vate investment houses. This is 
wed by an even more startling 
when the Chase National Bank 
nounced its deal with Harris Forbes 
Company. These investment sub- 
idiaries of the banks not only cover 
investment business, but through 
wires and connections are real 
rs in the development and execu- 
of banking business, and have 
me arms of the parent bank stretch- 
ig throughout the United States and 
ance into foreign countries. 
\fes- \nother and perhaps in its way one 
are f the most important and far-seeing 
are moves that has taken place lately 
nits. in the banking field, was when the 
airs, CI National Bank took over the 
d it Ame Express Company. Over- 
nits night they found themselves with 
the branches all over the world, with their 
has initiation fees and dues all paid, with 
sec in international currency, with travel 
nt bureaux, codes, means of communica- 
few — tion and information that would take 
enormous expense to 
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not luplicate. 
er he most conspicuous example, in 
ves this country, of branch banking outside 
the i city limits, is the Bank of America in 
California with its 438 branches in 243 
iti This bank, through its greatly 
ped organization, has filled the 
of its customers and has given 
m national and international service 
igh its affiliates. Through the 
nk of America, it has gone to New 
rk City and is the first example of 
wth into, instead of out of, New 
Following this came the Marine 
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Midland Group with its headquarters in 
Buffalo, reaching down and into New 
York City with the taking over of 
the Fidelity Trust Company. These 
moves may be the expression of an 
attempt of other parts of the country 
to show their independence of New 
York as well as their need for a close 
contact with that city. 


Demand for Territorial Banking 
Independence 


There has developed in the many 
financial centres of the country the 
need for banking institutions large 
enough to meet the demands of their 
own territorial customers and to be able 
to supply the necessary services to 
hold these customers. This accom- 
plishment is easiest in such centres as 
Chicago, Philadelphia, Detroit, Cleve- 
land, St. Louis, Boston, Baltimore, 
Pittsburgh and other concentrated areas 
of wealth, where banks can be combined 
into units big enough to afford all the 
necessary services. Step out of these 
areas, however, into the more sparsely 
populated territories, such as the North- 
west, Middle West and Southwest and 
we find that it takes the resources of a 
state, or of several states, to build up a 
proper unit to represent its people in 
the way they should be represented, 
and to enable them to have territorial 
financial independence. ‘Take for in- 
stance the combined resources of the 
Ninth, Tenth and Eleventh Federal 
Reserve Districts, picture those totals 
with the resources of some of the big 
banks in Eastern cities, and a better 
idea of this situation will be manifest. 
In these districts, comprising about 
twelve states (eleven entire states and 
parts of five states), there is a total of 
about $6,000,000,000 banking resources; 
Texas leading with $1,400,000,000, 
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Minnesota next with $1,100,000,000, 
followed by Oklahoma, Kansas, Ne- 
braska and the western edge of Missouri 
with approximately $500,000,000 each, 
Colorado with $350,000,000 and the 
balance of the states with from $200,- 
000,000 down to $50,000,000. This 
gives an average of about $2,000,000,- 
000 to each of these three Federal 
Reserve Districts. These districts are 
second, third and fourth in territorial 
size, amounting to 43% of the total 
area of the United States, (with the 
Twelfth Federal Reserve District, they 
comprise 66% of the United States). 
The total resources of the three dis- 
tricts, however, are less than 8% of the 
resources of the United States. On an 
area basis, one square mile is covered 
with $4,600 of resources, while for the 
United States east of these districts, 
one square mile is covered by $61,000 
of resources, or thirteen times as many 
dollars per unit of ground area. To put 
these three districts on a comparable 
basis with the East we should have to 
put all their resources into one state 
like Colorado or Wyoming. Three 
banks in New York City, taken to- 
gether, have resources equal to all 
the resources in the Ninth, Tenth and 
Eleventh Federal Reserve Districts, 
and one bank has more than any one 
of these districts. Three Chicago 
banks with $2,000,000,000 total re- 
sources equal the average resources in 
each of these districts. ‘Thus we see 
that it takes a large territory in these 
districts to set up a proper unit of bank- 
ing to cope with eastern competition. 


Regionalism 


There has never been any doubt in 
the minds of bankers that the main 
banking business would continue to 
flow from the smaller communities to 


the big financial centres unless large 
enough units could be formed to take 
care of the regional business. 

In the Northwest we had this prob. 
lem definitely before us, combined 
both with the necessity of restoring 
the confidence of the public in thei; 
banks, because of the tremendous num- 
ber of bank failures, and also with the 
fact that outside capital was coming 
into this territory, flirting for the con- 
trol of some of the key banks. We 
wanted independent banking facilities 
with our own territorial self-financing. 
We were determined to own our banks 
in our own territory, because we felt 
that local bankers understood the needs 
of our customers better than would the 
bankers in other outside financial cen- 
tres. This is an important considera- 
tion in our Northwestern move- 
ment today and the men in our 
territory, we believe, are strongly be- 
hind this idea. 

To get a picture of the Northwest, 
one must live here and know its people. 
There is a broad and strong tie of 
friendship between the men in all calls 
of life over the entire territory. The 
big international luncheon clubs, the 
bankers’ associations, mercantile and 
industrial associations, and the frequent 
meetings of men in the large selling 
organizations, have brought about close 
personal relationship between men. 
These organizations function very much 
more closely from a territorial stand- 
point than they do in the big Eastern 
centres, for the reason that, to get 
together an equal number of men 
representing various organizations, men 
must be attracted from greater distances. 
In addition to this, distances are 
nothing in this section of the country 
compared to what Easterners are ac- 
customed to. It is safe to say that 
1,000 miles in the Northwest would be 
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‘ivalent to about 250 miles in New 
‘nglé and that men know each 
r and have more intimate knowl- 
ce of localities from Minneapolis 
‘o Spokane than would the equivalent 
men from Salem, Massachusetts to 
Portland, Maine. The interests in the 
Northwest are so closely tied together 
this knowledge is essential. The 
raiser on the eastern slopes of 
Rockies is as well known to the 
bankers in South St. Paul, South 
Omaha and Sioux City, as he is to the 
kers in Helena or Dillon, Montana. 
During the last ten years, while bank 
failures and farm deflation were hitting 
the Northwest at every angle, this 
itory was preparing itself for the 
The Northwest was building 

nger foundations, which, from one 
of view, may have been easy 
igh, for it was sailing closer to the 
nd than the country as a whole. 
were no great heights of specula- 

n, nor sellers’ markets, to permit the 
Northwest to live in the clouds; it was 
lown on earth with a hoe and a shovel 
and all the time cementing the stepping 
s of the future. Not only were 
people of the Northwest “‘ digging 

’ and fortifying their own individual 
tions, but they were assisting their 
ighbors and building lasting friend- 
ps and, what is important, they were 
vering their strong men and 
men. Itis at such times that people 
get to know each other better and with 
leeper understanding than when times 
easy and there is plenty of money 
spend. We feel that the Northwest 
nas gone through its greatest deflation, 
i today we can say that it is probably 
the best and most solid foundation 
history. The banks, the corpora- 

, the merchants and the farmers 
have weathered the storm and 
le money in spite of the storm, are 


eq 
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the backbone of the industrial and 
agricultural development before us. 


Group Banking 


The leading bankers of the Ninth 
Federal Reserve District felt the way 
the wind was blowing, saw that financial 
control of the district would pass to 
Chicago or New York unless it was 
fortified at home, and knew that to 
have territorial financial independence 
they must build their banking structure 
big and strong enough to stand on its 
own feet. Taking all these factors into 
consideration, they considered that the 
time was right for united and coopera- 
tive effort that could meet all the needs 
of the territory and also supply the de- 
mand for specialized service, such as 
trust and investment facilities, that 
could not be provided by the smaller 
unit banks. They also believed in the 
combined effort of all of the Northwest 
for the Northwest, rather than of each 
locality for itself, and were convinced 
that concerted action was the surest 
and speediest way to restore confidence 
in banks in our territory. 

We are sure that we have found the 
solution for our part of the country in 
our type of group banking. In the 
Northwest Bancorporation and the 
First Bank Stock Corporation there 
have been affiliated in each group over 
one hundred banks, on the basis of one 
for all and all for one. Each group has 
resources of just under $500,000,000. 
In this connection it might be interest- 
ing to study the last combined financial 
statement of one of these groups and, 
as I am more familiar with the North- 
west Bancorporation, I have chosen 
that statement as of December 31, 1929, 
showing resources of $468,777,262.45 
(as of September 30, 1930, the total is 
above $490,000,000). 











240 


Financial Condition of Affiliated Institutions 


An examination of the combined financial statement 
of the Northwest Bancorporation group, as of Decem- 
ber 31, 1929, discloses the strong financial position 
of these banks. Of the total combined resources of 
$446,471,969, as of December 31, 1929, $92,526,512 is 
in cash and due from banks, or on deposit with the 
Federal Reserve Bank; and $107,139,718 is in govern- 
ment bonds and other marketable securities. These 
combined figures represent over 51% of the deposit 
liabilities of these banks. 


Combined Financial Statement of Banks and Trust 
Companies Affiliated in Northwest Bancorporation, 
as shown by the sworn statement of each bank to State and 
Federal Authorities as of December 31, 1929. 





Resources 
Loans and Discounts............. $228,617,909.45 
IIE isin ihe Sad ceeneens 120,947.89 
United States Government Securi- 

Oh, ont ca macdnescanteadas ene’ 41,148, 762.96 
Other Bonds and Securities....... 65,990,955.19 
Customers’ Liability on Acceptances 4,979,879.59 
Banking Houses, Real Estate, 

Furniture & Fixtures........... 10,746, 405.03 
Reserve with Federal Reserve Bank  19,732,223.29 
Cash and Due from Banks........ 72,794, 288.76 
Redemption Fund............... 285,700.00 
ie eer er een 2,054, 896.97 

ins on 6h asic an ebences $446, 471,969.13 
Liabilities 


eee 
Ns cident ued.crn radavatcan cen 


$ 23,477,000.00 
12,970,000.00 








Uadrwided PIGts..ciscccwsiwiesas 7,178,829.81 
Reserved for Contingencies....... 631,074.41 
Reserved for Interest, Taxes and 
ee Err Pe eee 1,722, 760.35 
SR iesd o55orintinacinie tan 5, 690,374.31 
Demand Deposits............... 243,716, 892.50 
D TR iaoes cin ' sencaees 140,731, 166.80 
United States Deposits........... 528,435.61 
Bills Payable and Rediscounts.... 2, 864,474.81 
CII a 55. desk ale en's os si oars 4;,979,879.59 
CEDEE EAS UOR sis tcc nvccccess 1,981, 080.94 
ei ecwsc aan hes kbs hen $446, 471,969.13 
Resources of Banks and Trust 
CUI, detec cvaismuartaree 4 $446, 471,969.13 
Resources of Investment Companies 10,677,901.59 
Resources of Northwest Bancorpo- 
ration exclusive of stocks in 
affiliated institutions........... 11,627, 391.73 
Total Resources December 31, 
ia li sedi kien nel $468,777, 262.45 


Growth of Business 


Average deposits of all banks in the group were 
larger in 1929 than in any one year over a five-year 
period. Time deposits increased, and demand 
deposits other than correspondent-bank deposits 
showed satisfactory gains. Combined total deposits 
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of affiliated banks as of December 31, 1929, showed 
substantial gain for the year, despite the general 
declire in deposits throughout the country. During 
1929, trust assets of affiliated banks showed a gain 
of 14% over 1928, and gross income from tryst 
departments made an increase of 39% during the 
same period. Affiliated investment companies jp. 
cluding bond departments of banks in the group 
enjoyed a very satisfactory business and demon. 
strated that there are exceptional opportunities {or 
increased business and more efficient service through 
their affiliation. 


The 
resour 
sidiari 
banks, 
6 inve 
compa 
tions. 
12,476 
reside 
afhliat 
stockh 
stantly 
for the 
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Earnings 


During the year 1929 average operating earnings of 
all banks in the Northwest Bancorporation amounted 
to $30 per share on their own stock outstanding, 
which compares favorably with earnings on bank 
stocks throughout the country. 

Following is a statement of the principal items of 
the operating earnings of the banks, trust and invest. 
ment companies in the Northwest Bancorporation 
group: 


$21,449,722.22 aii 
3,541,474.65 


8,155,144.78 


Minne 
Iowa. 


$24,001, 196.87 


IEE Oe 5,154,741.16 
WY ccakulank > cen ewac 1,179,475.54 Nebra 
Other Expenses......... 3,051,700.67 North 

Total Expenses..... 17,541, 062.15 3 
Net Operating Earnings...............+. $ 7,450,134.72 South 


Monts 
Washi 
Wisco 
Michi 


The amount of these earnings, applicable to stock 
owned by the Northwest Bancorporation, together 
with the income of the Corporation from other invest- 
ments, exceeds $4.50 per share on the number of 
shares outstanding December 31, 1929, not including 
the stock sold by the Bancorporation in December, 
from which no income was received in 1929. These 
earnings do not include any portion of any premium 
received from the sale of Northwest Bancorporation 
stock, and all operating and organization expenses 
of the Northwest Bancorporation were deducted. 

Operating earnings, for the five-year period ending 
December 31, 1929, as shown by the books of the 
individual banks, were in excess of two times dividend 
requirements, and for the calendar year 1929 were in 
excess of two and one-half times dividend require- 
ments. These earnings do not adequately reflect 
the earning capacity of affiliated banks operating 
under group organization, since a great majority of 
the member-banks have been in the group less than 
six months. 

Increased earnings in the future may be expected 
to result from the economies effected and from 
increased business obtained through group action; 
in increased financing operations and the under- 
writing and sale of investment securities; throug! 
the addition of trust departments to affiliated banks 
and the development of fiduciary business; throug! 
increased bank deposits, coming as a result of renewed 
public confidence and the ability of affiliated banks to 
render greater service. 
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September estimated, exceeded $3 per 











1OWed 
oem -esources of $490,000,000, has 127 sub-_ share on the outstanding stock. 
la ga sidiaries in 8 states, made up of 115 Below will be found a list of the states 
banks, with deposits of $415,832,522, in which the two banking groups of 
eng 6 investment companies, 3 cattle loan this territory have affiliates, giving the 
1les A . 
group companies and 3 miscellaneous corpora- number of banks in each state and the 
‘ons. The Corporation is owned by deposits. This will show how the two 
12,476 stockholders, 92% of whom corporations have spread their arms 
reside in the territory served by the and how they are concentrated in each 
affiliated banks, and the number of locality. 
stockholders in our territory is con- To visualize the picture more clearly, 
stantly increasing. Operating earnings the size of some of the bigger units 
wie for the first nine months of 1930, with will be indicated. 
Northwest Bancorporation | First Bank Stock Corporation 
September 30, 1930 September 24, 1930 
Num. of , Num. of P 
Rieti Deposits Banks Deposits 
Rinkiacsisatueseuenaa 52 | $228, 333,297 48 | $290,202, 865 
PEE re rr eee eee 4 50,222,635 ioe 2 uawcemanata 
ROE Pr er ee ne ere 7 48,787,021 | sé 06s spice 
Dakota o-sac hoa AAR a el icy sar ido 13 20,886,564 | 21 18,930,495 
PORES. c'cnew a cneneea teases ees 19 27,719,391 | 13 10,678,956 
Montana PE er eee II 18,012,127 | 16 60,927,931 
2 ee SS enn oer eee ee 
a 7 7,830,419 | ~~ - maeseawensgs 
_Lhitcneese Se  . -seeeeiaaes 3 8,605,783 
IIS $415, 832,522 | 101 $389, 346,030 
Thes Northwest Bancorporation (September 30, 1930) 
vestern National Bank MintGOnOlis. 55606050656 $ 90,259,639 
ense sota Loan & Trust Co. is 20,926,073 
ed Midland National Bank & Trust Co. een aera 18,774,180 
nding Metropolitan National Bank 7, Sepa tieee nes 9,890,739 
banks in = ndhaan mak ates 8,534,041 
re t & American National Bank ae 31,477,707 
nal Bank Winona......... 7,136,638 
r basin it NOU: 5 oie s hn sksnk cwsanne wees os _ 41,334,281 $228,333,298 (52) 


. $ 34,609,819 
9,326,879 
5 , 787,323 


Des Moines National Bank & Tr. Co. Des Moines... . 
t National Bank Mason City..... 
e Stock National Bank Sioux City... 


.. kee ee eee en ee 498,614 50,222,635 (4) 
1 States National Bank CNR Be rosie cos PP 89,425,526 
k Yards National Bank South Omaha......... I{,105,127 
ental National Bank OS RS tee ree 7,549,441 
her banks in Nebraska.... 6,706,927 48,787,021 (7) 
Dakota ~ ae 
t National Bank & Trust Co. 7,647,455 


i ee rre sie Se 
13,239,109 


ther banks in North Dakota 20,886,564 (13) 
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South Dakota 

Security National Bank & Trust Co. Mot Falls, scicidscccsas $ 5,371,051 

38 other banks in South Dakota... ..... 2.2... .cccccccccccccccces 22,348,340 27,719,391 (19) 
Montana 

DE Ns sors sss dhans chau ccdanpeeesed Meebadeees $ 18,012,127 18,012,127 (11) 
Washington 

Spokane & Eastern Trust Co. TE Ae $ 13,275,698 

© Rr ee ae INN, asc k v.cckivnas davceaeacesdiuscaedencu 765,369 14,041,067 (2) 
Wisconsin 

National Bank of LaCrosse DING is centre cc dnsek $ 5,044,460 

CO OURGT REGRET TI MIINID. oovin cocks cccigs.ncanscexdaseSuvecucsias 2,785,959 7,830,419 (7) 
| a ee rea A $45,832,522 (115) 

First Bank Stock Corporation (September 24, 1930) 

Minnesota 

First National Bank Minneapolis............. $ 99,765,086 

First Minneapolis Trust Co. cpl Fo PP 23,224,057 

EE ee IIE 6a i on 0 osha bapcnbabddusndacawenas 5,977,715 

First National Bank 7 SE ere $104,199,714 

Merchants Trust Co. me Sha dacm cee 7,340,192 

State Savings Bank OT Care peat 8,481,075 

Oe BEE Rinks bn acicdacnduncanecetasdeddeesveseeess 4,586,828 


35 other banks in Minnesota..................... 


North Dakota 


at Geeks ta Nosth Dalota.....< 6. 6c bdccccccccccs 


South Dakota 


13 banks in South Dakota...................000. 


Ne ecm ci wesdotee ae $ 36,628,198 $290,202,865 (48) 


eens aera $ 18,930,495 18,930,495 (21) 


ee a ere $ 10,678,956 10,678,956 (13) 


Montana 
Metals Bank & Trust Co. REE sane ann a ee ger $ 18,812,477 
First National Bank og S| a ae 12,125,314 


14 other banks in Montana....................00% 


Michigan 


I Oe NR ak oa snk aus cucweainee ee es 
es Cains chet kuandsves Radebe eek ies 


Strong and Clean Units as a 
Foundation 


Group banking, as we understand it, 
starts primarily with the foundation of 
good banking in each and every unit 
making up the group, together with 
an adequate reserve in the group 
corporation for contingencies (we carry 
a reserve of over 10% of the par value 
of the Northwest Bancorporation stock 
in assets other than bank stocks). 
Each bank comes into the group as a 
sound unit, with demonstrated earning 
capacity. Itis cleaned of non-bankable 
assets and should remain clean through 
the experience of the type of banker 
who is running that unit, coupled with 
the experience and knowledge of his 


pa ais otek eae 29,990,140 60,927,93! (16) 


si reer ae atihe nba $ 8,605,783 8,605,783 (3) 
aa. ara ims ear aa tg taco oe ce eC $389, 346,030 (Io!) 


associates in the banks that make up all 
the units, all cooperating to make sure 
that the whole Corporation and its 
parts are wisely operated and kept in 
good condition. The result of this is 
that poor bankers and poor banking 
are being eliminated through the vari- 
ous cities and towns in which group 
banking is represented. This is bound 
to happen, for if there are three banks 
in a city, two of which are connected 
with banking groups, the third bank 
will have to be well managed or will 
be driven out of business through pure 
economic strain. 

Group banking gives automatic 
feeders and outlets to every member 
of the group. Thus, like spur lines to 
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. trunk railroad, the business flows in 
every direction creating new contacts 
with less effort by the individual 
or more contacts by the same 
effort. These banks in each group are 
pulling together and telling the people 
through their advertising what banking 
what the banks can do for their 
depositors and their borrowers, what 
resources they have, and many other 
things that can be done to help the 
different communities. Certainly if 
there is strength in one good bank there 
t be strength in one hundred bound 
rether. 
Advantages of Group over Chain 
Banking, Especially Independence 
of Units 
Our particular form of group banking 
gnizes this matter of individuality. 
We said at the beginning that when 
he banks came into the group they 
sound and clean and under good 
nagement. ‘The banks continue to 
run under their own directors and 
ers, loans are made as they were 
le and are not referred to the holding 
mpany, and the officers and directors 
ntinue to be responsible to the stock- 
lers for the conduct of the bank. 
Periodical bank examinations by the* 
ling company and the regularly 


ibmitted reports are the gauges that 


the stockholders, its directors 
its officers. The holding company 
not want to run the member 
; and least of all to make their 
Excess loans submitted to other 
bers by a bank would naturally 
to pass the scrutiny of the bank, 

1 to share in the loan. 
he individuality of the city in which 
ie bank may be located or the indi- 
luality of its business has in no way 
en affected except in a very construc- 
way. A bank with say $10,000,000 
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resources does not lose the control of 
this to the home city of the group 
corporation, but rather backs up its 
$10,000,000 by one hundred and more 
friendly banks with their $500,000,000 
of resources. Add to this the fact 
that, instead of having the managementv 
of the local bank pass to another 
city, to people unfamiliar with the 
local needs, each of our banks profits 
by the leadership and counsel of the 
bankers from all of our cities. The 
holding company is owned and con- 
trolled proportionately by the original 
stockholders of the constituent banks, 
and the policies are promulgated by 
representative directors picked from 
the entire territory. This realization 
of individuality and of the advantage 
to be gained from joining the group is 
manifested by the number of banks 
asking for affiliation, and is stimulated 
by the enthusiastic and loyal support 
of the member banks. 

Analyzing our situation and the back- 
ing that this type of group banking 
is receiving, we believe that, where 
branch banking might be more profit- 
able from the standpoint of economic 
operation, we partially offset this by 
the added good-will, judgment and_ 
backing of a strong directorate and 
management in each locality. 

It will be noted that our method of 
decentralization differs widely from the 
branch-banking method of centraliza- 
tion. We leave the operation of the 
individual banks directly to the Board 
of Directors and its officers and make 
them responsible for the results. The 
facilities of the central office are at 
their beck and call, but the directs 
management of the bank has to remain: 
in their hands. ‘There is an exception 
to this statement in the matter of the 
smaller banks that are included in our 
subsidiary Union Investment Com- 


« 
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pany, about 42 banks in all, with 
deposits of less than $20,000,000 in 
total. In this case the banks have more 
supervision from the central office 
(Union Investment Company) and 
leave the matter of investment of sur- 
plus funds and certain other acts to 
close consultation with the central 
office. This Union Investment Com- 
pany has operated some thirty years, 
weathering all the crises that developed 
during that time. 


Advantages of Size of Banking Groups 


a. The Obvious Economies, Quantity 
Buying and Uniformities. Group 
banks get the benefit of national users’ 

»discounts in purchases of equipment, 
machinery and other standard supplies. 
Where local purchases of printing and 
supplies are affected, each bank has the 
advantage of comparing prices, en- 
abling it to reach a fair basis with the 
local supplier. There are further sav- 
ings in standardized forms of accounting 

\and auditing and through services of 
tax and insurance experts. New busi- 
ness can be looked after for the group 
with less traveling expense and time 
than if each bank were covering its 
own new business as frequently as was 
necessary in the past. One man from 
any bank in the group or from the 
Group Corporation, making a call on a 
customer, makes that call for the entire 
group. The Advertising Department 
not only takes care of the national and 
territorial advertising but supplies local 
copy as well and advises with each unit 
on its own particular problems. 

b. Handling the Larger Customers. 
Individual banks have also the ad- 
vantage of being able to care for the 
needs of the bigger customers in their 
cities where before they were limited 
because of their size. The group, as a 
whole, can take care of such good 































customers instead of losing the excess 
to outside banks in bigger cities. The 
local bank now shares through its 
affiliates in a greater part of this pre- 
ferred customers’ business. 

c. Continuity of Management. Then 
again, through such an association of 
banks, the directors of one of the local 
banks are put in the position of having 
continuity of management in case of 
death or illness of their president or 
manager, should there be no available 
understudy. They would have at their 
finger-tips men whom they knew anda 
personnel that they could call on in 
emergencies with an assurance of its 
efficiency. 

d. Diversification of Functions Pos- 
sible. Commercial business today in 
banks is the “bread and butter” of the 
business, but banks are now looking to 
the by-products of banking to make 
their real profits. What I have called entire 
by-products are essentials to the bank- ketin 


ing business today, but a few years ago assist 
they were nothing but by-products. Me 
We have under-writings in security whet! 
issues, commissions on bond and stock comn 


sales, trust business, and other formsof [count 
service that are in themselves profitable trust 
or that may be necessary for a bank to ff other 
supply in the ordinary conduct of its [ chang 
business. good 


In the larger banks we are accus- f to th 
tomed to this type of business, and fF  advai 
because of its volume we can afford to e* 
supply the men and space for this Bank 
service; but at the same time the [FF andy 
further this overhead can be spread, excha 
the more profit there is for the bank. bank 
The small banks, on the other hand, tion. 
cannot afford the personnel necessary same 
for all these activities and are handi- with 1 
capped in giving the right quality of [the si 
service in case they attempt to take a ban 
care of their customers in these different stock 
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In group banking the experience and 
the knowledge of such men are available 
to all the banks in the group, and the 
customers are given better service and 
more of it, with competent men to 
handle the different types of service. 
In the investment field alone, the buy- 
ing power of such a group, and its 
ability to distribute securities through 
many units, make the group a preferred 
customer in the underwriting of new 
bond or stock issues, or (what is very 
important) a principal itself, with the 
consequence that the commissions 
earned thereby are distributed to each 
unit through the mutual stock owner- 
ship. Our corporation has six sub- 
sidiary investment companies located in 
the bigger cities, all working in close 
harmony with each other. In the in- 
vestment of surplus funds of a bank the 
officers have experienced men, who are 
entirely divorced from any of our mar- 
keting organizations, to call upon and 
assist them. 

Methods of increasing business, 
whether in new accounts, in the regular 
commercial accounts or savings ac- 
counts or whether it be building up 
trust funds, safe-deposit customers or 
other lines of endeavor, are inter- 
changed between various units. The 
good results of one unit are passed on’ 
to the other units for their benefit and 
advantage. 

e. The Stockholder—Marketability of 
Bank Stock. Consider the stockholder 
and what is being done for him when he 
exchanges his stock in the individual 
bank for stock in the Group Corpora- 
tion. Every stockholder is offered the 
same basis of exchange that is arranged 
with the majority owners at the time of 
the signing of the agreement to affiliate 
Today we have 98% of the 
stock of the unit banks converted into 
Northwest Bancorporation stock, the 


a bank. 
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other 2% being largely represented by 
directors’ qualifying shares. Each 
stockholder in the Group Corporation 
inmediately obtains a better, fairer 
and readier market for his holdings than 
he enjoyed before. Looking at the 
situation from the standpoint of normal 
times, there really never has been a 
good market for a bank stock in a small 
city, and often in a large city it existed 
only through the efforts of the officers 
of the bank and their individual solicita- 
tion. The result has been that a man 
who owned a large share of a good bank 
saw no prospect of a liquidation of this 
for himself or his heirs at a price that 
would be at all comparable with the 
price that a security of this type should 
really command. Such forced sales as 
the liquidation of an estate or of any 
large holding of a particular bank stock 
seldom brought what the local market 
would consider a good price, even 
had there been but a few shares to sell. 
It is not conceded, of course, that 
stock of a bank in a small community 
should sell on the same percentage of 
price as against earnings and other 
considerations as one of the larger 
banks in a big centre, but at the same 
time it would be fair to consider that it 
should sell at least at a nearby dif- 
ferential. In many cases these bank 
stocks have been selling on a compari- 
son basis at one-half to one-third the 
price of the bank stocks in our larger 
cities. The owners of these stocks 
have, therefore, seen that in group bank- 
ing they would immediately get a stabi- 
lized market for their holdings, a ready 
market, and one very closely compar- 
able to the market for well-known 
stocks dealt in on the exchanges. 
Every day there would be a quotation 
which would have a firm bid and asked 
price and one which would really be 
unaffected by the liquidation of any 
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estate or holdings of any individual. 
The holding companies’ stocks are 
much more widely scattered through- 
out our territory than were the corre- 
sponding bank stocks. 

The stockholder in a single’ bank 
changes his position from bearing the 
risks of one town to being a stockholder 
at large, with banking interests over a 
large and diversified territory. Auto- 
matically a stockholder broadens his 
interest from LaCrosse, Wisconsin to 
Spokane, Washington and from Du- 
luth, Minnesota to Fairbury, Nebraska. 
Therefore a local crop failure, formerly 
a big disaster to some, now becomes 
a small sore spot to the body at large. 


. Relation to Unit Banks outside the 


Groups 


There is no desire on the part of any 
group bank to injure the unit bank. 
In fact it is quite to the contrary. 
All strong, well-managed banks help 
each other. The well-developed trust 
business of one bank brings trust 
business to the other, and a proper 
campaign for savings by one bank 
stimulates savings in the other. This 
is just as true as in the development 
and sale of other commodities. 

A case in point is a unit bank in a 
city where are located banks of both 
groups. We heard the other day that 
the president of the bank was delighted 
with the situation that was confronting 
him. He stated that he now could 
run a better bank than before, because 
he knew his competition would be 
sound and that the basis of credit 
would be fair. The net result in such 
a town is that marginal reserves can 
be released to take care of deserving 
borrowers whose requests for accommo- 
dations formerly were declined by 
the banks in order that they might 
carry an extra heavy reserve for con- 
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tingencies. With one stroke the clos. 
ing of a good bank in this town was 
made virtually impossible, and the 
good unit bank now can spread its 
arms and breathe with relief. 

The big banks have practically all 
the banks in their territory as cor. 
respondents. As a matter of fact, 
it is probable that each one of 2,300 
banks in the Ninth Federal Reserve 
district corresponds with some bank 
in one of our two groups. Is it not 
true that we are now in a better position 
than before to know the needs of these 
banks and the condition of their locali- 
ties, and thus can better serve these 
banks with faith in our judgment and 
confidence in them? 

Then, too, our groups have done 
much constructive work by stepping in 
and saving several banks that were on 
the point of failing. We did this with- 
out undue risk to ourselves and to the 
everlasting benefit of the depositors, 
to say nothing of the welfare of the 
stockholders. So far has the situation 
gone that when, for example, a run 
on a bank was well under way, and a 
hurried telegram from one of the 
groups announced the taking over of 
the bank, the waiting line was con- 
verted into a cheering crowd. A man, 
frightened one minute, owned the world 
the next and “told the world” the 
rest of his life. 


Effect of Group Banking on the 
Banking Situation in General 


a. Confidence—Hoarded Money Reap- 
pears. If there were no savings or 
profits to be derived from the additional 
facilities offered, we believe that unity 
in strength alone, with its breeding of 
confidence throughout our territory, 
is reason enough for group banking. 
We see concrete examples of hoarded 
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csurer of one of the big railroads 


coming out of hiding. The 


me only the other day that he 
ly saw the effect of group banking 
ng his own men. In the last few 
the railroads have been banking 
of their thrifty employees through 
arding of their pay checks. 


w the Treasurer tells me that he sees 


checks being cashed, and in every 
he has noticed that they have been 
| through group banks, apparently 
ings accounts, showing the return 
nfidence in banks that previously 
lost through bank failures. ‘These 


ineers, firemen and conductors be- 


boosters of the banks instead of 
. and their influence is far- 
hing. We could recite many in- 


kers 


lents of returning confidence. 


Encourages Mento Accept Director- 
and Enlarges Field for the Officers. 
the significance of group banking 
become better known, we have 


nd a readier attitude on the part of 
stantial business men and farmers 


ccept positions on the board of 
rs of local banks, thereby show- 
keener interest in the operation 
hese banks. The banks of the 
tory, especially the key banks, 
in the past supplied officers to the 


- middle-western and eastern cities, 


se new positions seemed to offer 
tter future to these men. During 
last year, however, because of the 
rtunities seen by this type of man 


the development of the banking 
iness through the group system, 


ral such men have declined very 
ring offers both in position and 
‘in order to remain where they 

This follows through from presi- 


t to clerk, each seeing a bigger field 


better opportunity before him. 
irse this makes for better manage- 
now and, with the inducement 
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which retains our key men, should 
secure future good management. 

c. Handling the Customer. Much has 
been said about the effect of group 
banking upon the customer. It is 
safe to say that the deserving customer, 
whether small or large, is enabled 
through group banking to get equal or 
better treatment than he obtained 
before. There is more money available 
to loan in each locality, and it is the 
desire of the group as a whole to build 
up the business of the worthy customers. 
The localities must be built up to 
increase the business and profits of 
the local units. Standard forms of 
credit information are gradually being 
installed, not only because of the 
advantage of economy, but also to 
get uniform exchange of information. 
This exchange of credit information 
enables a customer to get more rapid 
contact with another bank in the group, 
should he move to another city or 
branch out in another city where a 
group bank is located. The banks 
also, through a central file, have acces- 
sible information about the duplication 
of lines and the method of borrowing 
of any particular customer; this enables 
them to treat the situation more uni- 
formly. A good customer in a small 
town, who may need an overline, can 
be accommodated through some other 
affliated bank without his having to 
shop in the neighboring towns. There 
is no doubt that the group banks will 
rely more and more on credit state- 
ments as time goes on, taking in- 
to consideration, of course, the same 
weight as formerly applied to character, 
reliability and ability. 

The increased business and commer- 
cial happiness resulting from group 
banking in the Northwest can and will 
materially assist the rest of the country 
in rising above the present situation. 














SOME FINANCIAL T 


LEADING VARIETY AND GROCERY 
CHAINS DURING THE 


PAST D 
By HARRY G. GUTHMANN 


HAIN stores have provided nota- 
ble profits for the investor, but 
observers have been wondering if 

the grim economic law of diminishing 
returns might not be lurking just 
around the corner. By devising an 
improved merchandising technique, the 
avenue to profit was opened. ‘Then by 
plowing back the earnings year after 
year to earn a high return, capital 
has been accumulated at a very high 
rate of compound interest. This com- 
pounding offers a legitimate reason for 
rapid appreciation. Should the field 
open to a given type of chain store ever 
become fully exploited, however, one 
of the major investment advantages of 
stocks in that field would disappear. 
This study is primarily concerned with 
earnings tendencies of two of the oldest, 
and most important, chain-store fields 
—the five-and-ten, or variety, stores 
and the retail grocery business—in 
order to discover the extent to which 
diminishing returns may have set in for 
the capital in those fields. 

One approach might be a study of the 
possible field of future growth. But 
remembering the fate of some stat- 
isticians who have forecast the 
saturation point for the automobile 
market, such results might be accepted 

1 The data used in this article are drawn from an 
unpublished thesis, “‘Chain Store Common Stocks— 
An Investment Study,” presented by Mr. Miller for 
the degree of M. B. A., at Northwestern University, 


June 1930. Restaurant, department-store, shoe, and 
cigar chains were also included in this study. 
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with hesitation, especially when gro- 

cery chains branch out into the green- Tas 

grocer, bakery, and meat business, ae 

and drug chains extend into the hard- 

ware, book, and restaurant businesses, | 
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Possibilities of Chain Growth and 4 gro 
Appreciation pm. 
The figures given here are based upon 

the financial reports for the past ten Bi 

years of some leading companies in the are 

two selected fields of chain-store opera- McC 
tion. The first material studied shows mar! 
the percentage of earnings upon invest- com 
ment and the proportion of earnings cle. 

retained in the business for expansion, quer 
in order to discover the possibilities of thro 

growth and appreciation. The per- or t 

centage return is probably the most redu 

satisfactory index for revealing any -s ' 
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signs of diminishing returns; the ex- 
tent of retained earnings, when taken 
in conjunction with this percentage 
earned, indicates the rate of expansion, 
and throws additional light on the same 
problem. From these figures the study 
naturally moves to a consideration of 
tendencies in profit margins, merchan- 
dise turnover, investment turnover, and 
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their net tangible investments. The 
net earnings were taken as the amount 
available for bond interest and divi- 
dends: the net tangible investment, as 
the sum of the bonds, preferred and com- 
mon stock, and surplus after deducting 
any intangible property, such as good- 
will, as these figures were reported in the 
balance sheet at the end of the year.’ 


Va 


ment. The profitableness of trading 
on equity by the common stock is 
explained by the high rate of earnings 
upon investment, as shown in this 
first figure. A large proportion of the 
investment in preferred stock is ordi- 
narily found only in the early promo- 
tional stage of the chain store’s growth. 

This first figure shows a marked 


AVERAGE PERCENTAGE EARNED ON NET TANGIBLE INVESTMENT BY LEADING 











TaBLeE I. 
Cuain STORES 
1920 | 1921 | 1922 | 1923 | 1924 | 1925 1926 | 1927 | 1928 | 1929 
4 VOCIUE .iiccks evade 17.8 | 19.4 | 26.5 26.2 | 22.0| 22.6) 19.2] 20.2 19.1 | 16.8 
| grocery. ...seceeees 11.4 | 18.3 | 25.0} 23.7 | 24.9 20.4 | 21.3} 20.4! 17.5 | 17.4 





* Great Atlantic and Pacific Tea Company’s fiscal year ends February 28th but is treated as though ending at the close of 


preceding calendar year. 


Bonds, it may be noted in passing, 
are rare among chain stores. The 
McCrory system with a debenture issue 
marks the exception among the eight 
companies considered in this arti- 
cle. Preferred stocks are very fre- 
quently found but tend to be eliminated 
hrough redemption out of earnings 
or to have their relative importance 
reduced through the rapid growth 
of the common-stock equity. Pre- 
ferred issues occupied only a very 
secondary place in the capital struc- 
tures of the eight companies charted. 
The percentages earned would have 
been slightly higher—and that mostly 
in the earlier years—if they had been 
reported for the common-stock equity 
alone rather than for the total invest- 


- 


* The investment at the beginning of the year or the 
average investment during the year would be techni- 
cally more correct, but was not used because of the 

liculty of securing suitable initial balance sheets, in 

> instances due to the absorption of other chains 
the exigencies of financing. Since the chains given 

e enjoyed constant growth during this period, 

“investment” is somewhat overstated and per 


ent earned correspondingly understated. The value 
' the figures for comparative purposes is not affected 
naterially. This method was employed by L. H 


n Corporation Profits, p. 139. 


recovery in the earning power of the 
investment following the depression of 
1920-21. After 1922 and 1923 the 
earning power shows a tendency to 


Ficure I 
Earnings on Net Tangible Investment 

































































0 L i 
1920 1921 1922 1923 1924 1925 1926 1927 1928 1929 


decline slowly. The growing net earn- 
ings of chain stores, then, so familiar 
to those acquainted with their record, 
must be attributed to a growing invest- 
ment, increased chiefly out of earnings, 
which took place rapidly enough to 
offset the falling rate of earnings. 
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In the peak year, 1922, the variety 
stores earned on the average 26.5% 
on net tangible investments, the 
grocery, 25%; seven years later in 1929, 
the former percentage had declined to 
16.8, the latter to 17.4. 

The high percentage of earning power 
shown in these charts is relatively 
unimportant except as it is coupled 
with the fact of plowing back earnings 
and thereby bringing the force of 
compound interest at a high rate to bear 
upon the work of property accumula- 
tion. The following table is designed 


Taste II. InvestmMeNT GROWTH OVER 
A TEN-YEAR PEeriop WHEN Two-THIRDS 
oF Earnincs ARE RETAINED, WITH Earn- 
1InG Power aT 6%, 12%, AND 24% 
(Original investment of $1,000) 




















Pere Earning at the rate of: 
4 | 

ad 6% 12% | 24% 
I $1,040 $1,080 $1,160 

2 1,082 1,166 1,346 

3 1,125 1,260 1,560 

4 1,170 1,360 1,811 

5 1,217 1,469 2,101 

6 1,265 1,587 2,437 

7 1,316 1,714 2,827 

8 1,369 1,851 3,279 

9 1,423 | 1,999 3,804 
10 1,480 2,159 | 4,412 





to bring out the rapid rate at which a 
corporation’s investment may grow 
if it retains two-thirds of the earnings 
for reinvestment and reinvests success- 
fully at the same high rate. 

If the investor could reinvest his 
dividends at the same rate as that at 
which the corporation could, then the 
matter of dividend policy would be of 
little consequence from the standpoint 
of accumulation. And if the corpora- 
tion’s earning power were limited to 
6%, then the investor could ordinarily 
do about as well with the earnings in 
his own hands as cash dividends, as by 
leaving them with the business; but at 


higher rates a corporation under supe. 
rior management, or enjoying a superior 
opportunity, has a distinct advantage, 
In such a case 100% reinvestment 
would be the most advantageous policy 
except for the effect of the absence of 
a dividend upon investors needing cur- 
rent income and those who might be 
concerned over the market standing of 
the stock as it might be affected by 
dividend policy.’ 

That these companies have retained 
a high proportion of their earnings is 
shown by Figure II, although the 


Ficure II 
Per Cent of Net Earnings Retained 


Per Cent 





1923 1929 


proportion has declined. In the case 
of the variety stores the proportion 
has steadily declined from 80 per cent 
in 1923 to 48 per cent in 1929. The 
grocery chains reinvested their highest 
percentage in the three years 1921, 
1922, and 1923, in each of which vir- 
tually three-fourths of net income was 
retained. For the last four years, 1926 
to 1929, inclusive, the percentage has 
held very steadily at approximately 56 
per cent. In the absence of contradic- 
tory evidence, such a decline in the 





* Stock dividends give a partial solution, but a more 
subtle and complete answer is found in a policy of 
cash dividends which are recovered to the company 
by the use of stock subscription rights. 








4 variety 
4 grocer) 


—— 


propo! 
be reg 
poore! 
pansio 





4 Variet; 
4 grocer, 
3 grocer 





* Ex 


expan 
tory | 
well b 
Exam 
on th 
the a 
no te! 
from 

1921, 

paren 
from 

9.8%. 
4 gro 
have 

was s( 


‘Net 
percent: 
and div 
not be 
is based 
the cos 
Operatir 





FINANCIAL TENDENCIES AMONG CHAIN STORES 251 


Taste II]. AveraGe Percentace or Net Earnincs RETAINED IN BusINEss BY 
Leapinc Cain Stores 





1921 1922 | 1923 | 1924 1925 | 1926 | 1927 | 1928 | 1929 


| | 
6.4 | 77.2 | 80.2 | 76.5 | 76.7 | 62.6 | 61.1 | 59.9 | 47.8 
8.7| 74.5 | 73-5| 73-0| 59-2] 54.1 | 58.4 | 55-6 | 55-9 


| 





ana 
| 6 





portion of earnings retained may performance of the American Stores, it 
regarded as pointing to relatively. was eliminated and the average of the 
rer opportunities for profitable ex- other three systems studied. If a 
ion, that is, to diminishing returns. trend exists for the average of these 
three systems, it is not distinguishable 
in the form of a fairly regular decline. 
A third test of diminishing returns ‘The margin appears to have held at an 

be found in net-earnings mar- average level of 3.3 per cent for the four 
‘4 Jf increasing competition or years, 1922 to 1925, and then dropped 


Net-earnings Margins 


ste IV. AveracGe Percentace Net Earnincs To SALEs For LEADING CHAIN 
STORES 





1920 | 1921 1922 | 1923 1924 | 1925 1926 | 1927 | 1928 | 1929 





5.0 6.1 | 9.5 | 10.3 | Out 10.2 | 9.8 10.1 | 10.2 | 9.0 
1.4 | 3.0 | 4.2 2.9). 3 a59 7 29 3.5 ti $2 
a2 <s 1 $9 3-1 | 3-5 3.0 2.7 2.8; 2.8) 2.6 





xcluding American Stores. 


ion into a less profitable terri- to a new level of approximately 2.7 per 
were injurious, the effect might cent for the last four years, 1926 to 
be expected to cut these margins. 





amining Figure III showing the data Net Pt sxe Reha 

ase on this point for variety stores and 15. os 
101 he average percentages in Table IV, 2 ™ 
ent no tendency is distinguishable. Aside . ms ae 
‘he irom the subnormal years, 1920 and S° 
est i921, the earnings margin has ap- * * 
21, parently varied in a random fashion 8. 
ir- irom 10.2% to 9.0% with an average of - 
as 8%. ‘The average net margin for the 
26 4 grocery chains, however, appears to " 
declined. Because this average 45 National Tes 
56 was so swayed by the relatively unusual 2 3 ES 
a : P 
‘ ‘Net-earnings margins were computed as the L5 

tages which net earnings available for interest 

vidends were of sales. Such a margin should *ig20 19a 192219231928 1905 1908 1927 1928 1929 


confused with the gross-profit margin, which 


| upon the difference between selling price and : 
f the merchandise without deduction for 1929. Any conclusions as to a trend 


ting expenses, in grocery-chain net-earnings margins 
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based upon these figures should be 


held with caution in the absence of 


further evidence. A decline from 3.3 
to 2.7 is, however, a marked one, 
representing a fall of about one-sixth, 
or 18 per cent. 

Net-earnings margins are one of the 
factors determining investment return 
for the business; the other is volume, 
or more exactly, sales volume in rela- 


much emphasis should not be laid upon 
this relationship as either an absolute 
or a relative measure of turnover eff. 
ciency, since a planned purchasing 
policy might have deliberately reduced 
the stocks on hand for stock-taking 
time at the year end, and during a pe- 
riod as short as ten years the policy 
might have been initiated and been in 
process of being made more effective. 


Taste V. Averace Ratio or Sates To INVENTORY FOR LEADING CHAIN Stores 





| 

















| 1920 | 1921 1922 | 1923 | 1924 | 1925 | 1926 | 1927 | 1928 | 1929 
PR ce cncs kcaskee | 6.3 7.5 6.5 6.5 6.9 7.4 | 7.0 7.6 7.5 | 7.2 
SN aise chee 9 | 7.0 8.4 7.3 7.3 7.§ 7.9 7.3 8.0 8.1 7.5 
ROIs jiecctensnsncs | ae 8.5 9.3 9.4 9.6 10.6 | 1.2] 10.4! 12.2 

















* Excluding McCrory. 


tion to investment. Volume is most 
conventionally related to the inventory 
in computing merchandise turnover. 
In the case of the variety stores there 
is no marked trend in the relation 


Ficure IV 
Inventory Turnover 


Woolworth 





00 1921 


of sales to inventory, save for the 
McCrory chain which improved its per- 
formance. Among the grocery chains 
an upward trend is found for the 
average of the four companies. ‘Too 


A real test of inventory economy can 
be had only when the average amount 
kept on the shelves and in the ware- 
houses throughout the year is known.' 
The introduction of the more rapidly 
turning vegetable and meat lines in re- 
cent years has probably tended to in- 
crease the rate of merchandise turnover. 


Capital-turnover Ratios and Fixed-assets 
Percentages 


Equally interesting, and more signi- 
ficant from the investment standpoint, 
is the capital-turnover relationship, or 
the ratio of sales to net tangible 
investment. Figure V shows a clearly 





5 Strictly this ratio is not “merchandise turnover” 
for two reasons: first, the average inventory rather 
than the year-end inventory should be used, and, 
second, the cost of goods sold rather than the sales 
should be compared with the inventory figure. The 
computation is offered as a rough test for want of the 
more satisfactory figures. As a matter of fact, if the 
gross-profit margin is regularly fifteen per cent—a not 
unlikely assumption—-for the grocery chains, with 
little variation from year to year or from system to 
system, then substantially correct figures may be had 
by reducing those given in Table V by that percent- 
age. No satisfactory estimates of variety-store 
gross-profit margins are available, but it is not 
improbable that they would approximate twice that of 
the grocery chains. 
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marked decline in capital turnover for 
the four variety stores. In only one 
year, 1927, was the downward trend, 
as represented by the average ratio, 
even checked. ‘The large decline from 
2 6 in 1920, to 1.8 in 1929, is especially 
significant when read in connection 
with the apparently stable net-earnings 
margin shown in Table IV _ above. 
When the proportion of investment to 
sales increases, the net-earnings margin 

ild increase also, in order to provide 
a return upon the increased capital. 
In this instance no such increase in the 
net margin has occurred and the decline 
in capital turnover under such circum- 
stances is the equivalent of a declining 
margin. 


The capital turnover of the grocery 


marked group trend. The averages 
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about one-third to two-fifths of the 


total assets. 
Figure V 
Capital Turnover 
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Increased fixed investment might 
mean more elaborate fixtures or an 


Taste VI. AveraGe CAPITAL-TURNOVER RaTio oF LEADING CHAIN STORES 
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‘the years 1921 to 1929, inclusive, 
ve ranged between 6.0 and 6.5. 
In view of the merchandise-turnover 
ormance, these capital-turnover fig- 
Ires point very definitely to an increas- 
ing investment in fixed assets by the 
variety stores. Figure VI shows the 
teadily increasing proportion of fixed 
tal tangible assets of the variety 
res in contrast with the fairly con- 
tant proportion maintained by the 
grocery stores up to the last two years. 
lhe variety stores have almost doubled 
the proportion of fixed-asset investment 
between 1921 and 1929, bringing it up 
two-thirds of the total investment. 
last two years grocery chains 
ve increased their fixed assets from 


ek  .: 





Ficure VI 
Ratio of Investment in Fixed to Total Assets 
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increase in the purchase of real estate 
in contrast with the former policy of 
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Taste VII. AveraGe PercentacGE INVESTED IN Frxep Assets BY LEADING Cuan Stores 
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l ] ninemsn 
1920 | 192% | 1922 | 1923 | 1924 1925 | 1926 | 1927 1928 | 1929 
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-§| 54-5| 56.5 | 61.1] 62.5 6 
2.6 | 32.7 | 32.8) 33.3 | 37.4 8 
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leasing. The latter is the more impor- 
tant factor in this instance. Investors 
in both fields are investing in real estate 
more and more and in merchandising 
less and less, although important excep- 
tions make it essential that the individ- 
ual company be examined to be certain 
as to its particular policy. Reading 
the record of return upon investment 
shown in Figure I we should expect that 
this new policy would necessarily be 
less profitable. 

In any case the earnings statements 
will now become a less certain source of 
information, for, whereas in a merchan- 
dising business done on a cash basis the 
net profit is relatively certain and 
determinate, the return from real estate 
can be varied largely by excessive or 
inadequate maintenance items and 
write-offs for depreciation. Further- 
more, an important element of the 
return is the change in the market 
value of the real estate, an element 
which the accountant ordinarily does 
not record until the profit or loss is 
realized by the sale of the property. 

The chains have probably found 
that increased competition for advan- 
tageous locations has reduced the pos- 
sibility of securing such favorable leases 
as formerly were acquired; they regard 
purchase as assuring a permanent hold 
upon strategic sites, relying upon their 
knowledge acquired through leasing 
to formulate a sagacious purchasing 
policy. 

Aside from the disadvantages of 
lower return and the risk of real- 


| 


estate investment, the newer policy 
reduces the flexibility of movement 
possible under a scheme of more liquid 
investment. With a high proportion 
of current assets, the system was better 
prepared to move about and vacate 
locations which proved less profitable 
than anticipated. 


Summary 


Diminishing returns have set in for 
both variety and grocery chain stores, 
as evidenced by a declining rate of 
return earned upon investment. The 
tendency, that of a regular annual 
reduction over the eight-year period, 
1922-1929, has been persistent, although 
the return is still ample. 

In the case of the variety chain stores 
the reason for the declining return 
did not appear in either the net-earnings 
margin or the merchandise turnover, 
both of which were without any marked 
trend. The falling capital turnover, 
resulting from a growing fixed invest- 
ment unaccompanied by any increase 
in the net-earnings margin, proved to 
be the unfavorable element. In the 
case of the grocery chain stores the 
major factor decreasing the earnings 
productivity of the investment has 
been the declining margin of net earn- 
ings, although there is a relatively 
modest indication of declining capita! 
turnover in the last two years. ‘This 
tendency may be expected to grow 
more pronounced if fixed investment 
becomes more important, as it has 
for the variety stores. 


BECKMA 


193 
Boston 
Bo: 
124 
BuEHLI 
Ch 
ver 
Burp, | 
Bu 
anc 
Bo 
$4. 
BuTLER 
U. 
De 
dot 
Fu 
tio 
S 
95: 
Ca BOT, 
Pri 
me 
Co 
CARMA: 
Hi. 
I. 
Co 
CHuRCI 
Ne 
pa: 
DAMER 
che 
Pr 
Direct 
Da 
$2. 


Duran 


an 
ce 
DurHA 








BOOKS RECEIVED 


BeckMAN, THEODORE N. Credits and Col- 
tions in Theory and Practice. New 
York: McGraw-Hill Book Company, 

, 1930. S99 Pp. $4. | 

BLooMFIELD, DaniEL. Trends in Retail 
Distribution. New York: The H. W. 
Wilson Company, 1930. 509 pp. 
$2.40. 
xp, FrepERIc Drew. Stock Movements 
ind Speculation (2nd Edition). New 
York: D. Appleton and Company, 
I 30. 211 pp. $2.50. 

Conference on Retail Distribution. 
Boston: Chamber of Commerce, 1930. 
124 pp. $3. 

er, E. C. Debate Handbook—The 
iin Store Question. Lawrence: Uni- 
sity of Kansas,1930. 222pp. 5o¢. 
, Henry A., and Mivuier, Cuar.es J. 
Business Letters, Their Preparation 

Use. New York: McGraw-Hill 

ok Company, Inc., 1930. 490 pp. 


$4 
and Officers of the 
S. Dept. of Commerce and 
lept. of State. The United Kuing- 
-An Industrial, Commercial, and 
incial Handbook (Trade Promo- 
n Series No. 94). Washington: U. 
Government Printing Office, 1930. 
3 pp. $1.75. 
» PHILIP, and Matott, Deane W. 
ems in Public Utlity Manage- 
nt. New York: McGraw-Hill Book 
mpany, Inc., 1930. 632 pp. $6. 
N, Harry J. Social and Economic 
History of the United States. Volume 
[. New York: D. C. Heath and 
Company, 1930. 616 pp. $4. 
H,A. Hamitton. Overhead Expense. 
New York: McGraw-Hill Book Com- 
ny, Inc., 1930. 418 pp. $5. 
RON, KENNETH. 


HuGu, 


Men’s Wear Mer- 
New York: The Ronald 


indising. 
__ Press Company, 1930. 5s6pp. $6. 
rect Prey Guide. Chicago: The 
tnell Corporation, 1930. 320 pp. 


82.25, 
, Epwarp D. American Indusiry 
Commerce. Boston: Ginn and 

mpany, 1930. 653 pp. $4. 

1AM, RicHarp F. Finoncial Adver- 


- 


255 


tising 1m 1929. New York: Bankers 
Publishing Company, 1930. 213 pp. 
$10. 

Evuiott, MarGaret, and Manson, GRACE 
E. Earnings of Women in Business 
and the Professions. Ann Arbor: Uni- 


a of Michigan, 1930. 215 pp. 
$1.5 

Ethical | of Modern Finance. (Wil- 
liam A. Vawter Lectures, North- 


western University) New York: The 
Ronald Press Company, 1930. I4I 
pp. $2. 

Evans, GrirritH C. Mathematical Intro- 
duction to Economics. New York: 
McGraw-Hill Book Company, Inc., 
1930. 177 pp. $3. 

FAIRCHILD, FrepD R., and Compton, RALpu 
T. Economic Problems. (Revised 
Edition) New York: The Macmillan 
Company, 1930. 693 pp. $3.25. 

FILrene, Epwarp A. The Model Stock 
Plan. New York: McGraw-Hill Book 
Company, Inc. 253 pp. $2.50. 

FisHer, Ernest M. Advanced Principles 
of Real Estate Practice. New York: 
The Macmillan Company, 1930. 522 
Pp- $3.50. rs ae 

Fraser, Cecit E. Problems in Finance. 
(New Second Edition) New York: 
McGraw-Hill Book Company, Inc., 


1930. 801 pp. $5. 

GemmiLt, Paut F. Fundamentals of Eco- 
nomics. New York: Harper & 
Brothers, 1930. 489 pp. $3. 


Goccin, WALTER J., and Toner, JAMEs V. 
Accounting—Principles and Procedure. 
Boston: Houghton Mifflin Company, 
1930. 476 pp. $3.50. 

Goccin, WALTER J., and Toner, JAMES 
V. Laboratory Manual (To accom- 
pany Accounting—Principles and Pro- 
cedure). Boston: Houghton Mifflin 
Company, 1930. 272 pp. $1.80. 

Grant, EuceneL. Principles of Engineer- 
ing Economy. New York: The Ronald 
Press Company, 1930. 387 pp. $3. 75. 

Haper, Wituiam. Industrial Relations 1n 
the Building Industry. Cambridge: 
Harvard University Press, 1930. 592 


pp. $5. 
Harr, Lutuer, and Harris, W. Carton. 


256 HARVARD BUSINESS REVIEW 


Banking Theory and Practice. New 
York: McGraw-Hill Book Company, 
Inc., 1930. 562 pp. $4. 

Harvard Business Reports. Volume 8. 
New York: McGraw-Hill Book Com- 
pany, Inc., 1930. 687 pp. $7.50. 

HaskE.it, Georce D., and Tay tor, R. 
EMMETT. Questions and Problems in 
Economics (Revised Edition). New 
York: The Macmillan Company, 1930. 
99 pp. _75¢. 

Hotmes, W. Gerautp. Plant Location. 
New York: McGraw-Hill Book Com- 
pany, Inc., 1930. 275 pp. $3. 

Hutvey, Cuartes N. Commercial Law. 
New York: The Macmillan Company, 
1930. 643 pp. $3.50. 

Huppertz, Hupert. Convertible Bonds als 
Aktienwandelobligationen und andere 
“*Mischformen.” Berlin: Industrie- 
verlag Spaeth & Linde, 1930. 110 pp. 

James, F. Cyrit. The Economics of 
Money, Credit and Banking. New 
York: The Ronald Press Company. 
482 pp. $4. 

Kurtz, Epwin B. Life Expectancy of 
Physical Property. New York: The 
Ronald Press Company, 1930. 205 
pp. $6. 

Kuznets, Simon. Wesen und Bedeutung 
des Trends. Bonn: Kurt Schroeder, 
1930. 51 pp. 

Lincotn, Epmonp E. Testing Before In- 
vesting. New York: McGraw-Hill 
Book Company, Inc., 1930. 122 pp. 


McGarry, Epmunp D. Mortality in Re- 
tail Trade. Buffalo: University of 
Buffalo, 1930. 198 pp. $3. 

McNair, Matcotm P., and Grace, 
Cuartes I. Problems in Retail Dis- 
tribution. New York: McGraw-Hill 
Book Company, Inc., 1930. 559 pp. 


. 

Meap, Epwarp SHERWoopD. Corporation 
Finance (Sixth Edition). New York: 
D. Appleton and Company, 1930. 
703 pp. $4. 

Morcan, Cuar.otte E. The Origin and 
History of the New York Employing 
Printers’ Association. New York: Co- 
lumbia University Press, 1930. 139 
pp. $2.25. 

Mowsray, Arspert H. IJnsurance, Its 
Theory and Practice in the United 
States. New York: McGraw-Hill Book 
Company, Inc., 1930. 639 pp. $4. 


Mupcett, Bruce D. Statistical Tables 
and Graphs. Boston: Houghton Mif. 
flin Company, 1930. 194 pp. $1.75, 

Neumark, Fritz. Konjunktur und Steuegn, 
Bonn: Kurt Schroeder, 1930. 59 pp, 

Nixtason, C. R. Commercial Survey of 
the —— Southwest (Domestic Com. 
merce Series No. 37). Washington: 
Government Printing Office, 1930, 
647 pp. $1.85. 

Otson, KennetH E. Typography... 
and .. . Mechanics of the Newspaper, 
New York: D. Appleton and Com. 
pany, 1930. 441 pp. $5. 

Owens, Ricuarp N., and Harpy, Cuarugs 
O. Interest Rates and Stock Specula- 
tion. Washington: The Brookings In- 
stitution, 1930. 221 pp. $2.50. 

PaTTERSON, Ernest Minor. The World's 
Economic Dilemma. New York: Me- 
Graw-Hill Book Company, Inc., 1930, 
323 pp. $3.50. 

PripraM, Kari. Die Stddtische Grund- 
rente im Konjunkturverlauf. Bonn: 
Kurt Schroeder, 1930. 14 pp. 

Reep, Haroip L. Federal Reserve Policy 
1921-1930. New York: McGraw-Hill 
Book Company, Inc. 1930. 207 pp. 
$2.50. 

REITELL, CHARLES, and Van _ SICKLE, 
CuarRENCE. Cost Finding for Engi 
neers. New York: McGraw-Hill Book 
Company, Inc., 1930. 518 pp. $5. 

Rosewater, Victor. History of Coopera- 
tive News-Gathering in the United 
States. New York: D. Appleton and 
Company, 1930. 430pp. $3.50. 

SaFLEyY, JAMES CuiFForD. The Country 
Newspaper and Its Operation. New 
York: D. Appleton and Company, 
1930. 390pp. $3. 

SANFORD, WILLIAM PuHILuips, and YEAGER, 
Wittarp Hayes (Compilers). Busi 
ness Speeches by Business Men. New 
York: McGraw-Hill Book Company, 
Inc., 1930. 747 pp. $5. 

ScunackEL, H. G. The Art of Business 
Thinking. New York: John Wiley & 
Sons, Inc., 1930. 160 pp. $2.50. 

Scutty, C. ALison, and GanseE, FRANKLIN 
W. Business Life Insurance Trusts. 
New York: D. Appleton and Com- 
pany, 1930. 277 pp. $2.50. 

Secrist, Horace. Banking Ratios. Cali- 
fornia: Stanford University Press, 
1930. 608 pp. $10. 











